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IF YOU HAVE ANY PROBLEMS WITH THIS TRANSMISSION,
PLEASE CALL (602) 274-9944 AS SOON AS POSSIBLE.

CAUTION: THE INFORMATION CONTAINED IN THIS FACSIMILE COMMUNICATION MAY BE
CONFIDENTIAL AND IS INTENDED SOLELY FOR THE USE OF THE RECIPIENT NAME(S)
ABOVE. IF YOU ARE NOT THE INTENDED RECIPIENT, ANY DISSEMINATION, DISTRIBUTION,
COPYING OR OTHER USE OF Tms COMMUNICATION FOR ANY PURPOSE IS STRICTLY
PROHIBITED. IF YOU HAVE RECEIVED THIS COMMUNICATION IN ERROR, PLEASE
TELEPHONE THE SENDER IMMEDIATELY, AND MAIL THE COMMUNICATION TO THE SENDER
AT THE ABOVE ADDRESS. THANK you.

84/23/2818 16: 1E1 l212-REPURTING, INC. ND. 157 D881

FACSIMILE COVER SHEET

ARIZONA REPORTING SERVICE, INC.
Court Reporting & Videoconferencing Center

EXPERIENCED AND SKJLLED Co URT REPOR TERS AND MANA GEMENT

2200 North Central Avenue, Suite 502
Phoenix, AZ 85004-1481

(602)274-9944
(602) 277-4264
(800) S22-8893
e-mail

VOICE
FAX
Outside Phoenix Metro
azrs@az-reportin2 .com

Michelle Nelson,
Docket  Control ,  ACC

FAX 602-364-0644

COPY TO: Teena Wolfe, ALJ
Hearing Division, ACC

FAX 602-542-4230

F ROM : Marta T. Hetzer, Administrator/Ow11er

DATE o 04-23-2010

RE: Chaparral City Water -  Reh ear in g 0 7 -0 5 5 1
Confiden t ial i ty Designat ion  of Exhibi ts  and Text

Evidentiary Hearing held on 04-12-2010

PAGES: 3 (Counting this cover page)

This wil l  serve to confine that there are no confidential  exhibits or text to court reporter's
Transcript of the above-referenced evidentiary hearing, as per attached e-mail
correspondence from Judge Wolfe.

Please let us know if  you have any questions or comments.  Thank you.

Original documents will:
X Not Follow Follow by Delivery Follow by Mail
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Q4/23/2818 16:19 F12-REPDRTINI3, INC. nlj_ 157 9882

AZRS

From :
Sent:
To:
Cc:
Subject:

AZRS
Friday, April 23, 2010 3:48 PM
'Teena Wolfe'
Michele Nelson, Kay Killer Deborah Person
RE: - Chaparral City Water
07-0551

CONFIDENTIALITY DESIGNATION Rehearing 04-12-2010

Dear Judge Wolfe
Thank you so much for the quick response and confirmation.
I will prepare a memo and fax it to Docket Control right away. I have just learned that Docket Control
would not be able to file this e-mail. They are not set up for e-mails.
No problem at all at our end. I am sorry we weren't alert to react to the Confidential designation on
the documents so we could have prevented this.
You have a marvelous weekend.
Thank you,

Marta Hetzer
Administration / Owner @ AZRS
602-274-9944

From: Teena Wolfe [mailto:T\nolfe@azcc.gov]
Sent: Friday, April 23, 2010 3:26 PM
To: AZRS
Cc: Michele Nelson, Kay Kilger; Deborah Person
Subject: RE: CONFIDENTIALITY DESIGNATION Chaparral City Water - Rehearing 04-12-2010 07-0551

Dear Marta,

There were no confidential exhibits to the April 12, 2010 evidentiary hearing in Docket No. 07-0551
There was no confidential testimony presented at that hearing, oral or written.

Sorry for any inconvenience.
Teena Wolfe

From: AZRS [mailto:azrs@az-reporting.com]
Sent: Friday, April 23, 2010 3:18 PM
To: Teena Wolfe
Cc: Michele Nelson
Subject: CONFIDENTIALITY DESIGNATION - Chaparral City Water - Rehearing 04-12-2010 07-0551

TO: Teena Wolfe, ALJ
Hearing Division, ACC

COPY: Michelle Nelson
Docket Control, ACC

Hello, Judge Wolfe
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84/23/2818 16: 18 QZ-REPORTING, INC. ND. 157 D883

Sorry to trouble you, but we need your help with a "Reply to All" to this message confirming that there
are no confidential exhibits to the evidentiary hearing held on 04-12-2010. You gave a verbal
confirmation of this earlier today to the court reporter in this matter, Kate Baumgarth, but Docket
Control needs a more official confirmation that there are no confidential exhibits or text in this
transcript.

We filed with Docket Control the original and one copy of the reporter's transcript of proceedings in
this matter earlier this morning. Docket Control is holding the filing of this transcript until they receive
official confirmation that there are no confidential exhibits or text in this transcript.
[Reference: UTIL Transcript No. 16402]

Thank you very much for your time and consideration.

Best regards,

Marta Hetzer
Administrator / Owner @ AZRS

*** Our office hours are Monday through Friday 8:00 a.m. to 6:00 p.m. wk*

Ar i z o n a  R e p o r t i n g  S e r v i c e ,  I n c .
Court Reporting a Videoconferencing Center
2200 North Central Avenue, Suite 502
Phoenix. AZ 85004-1481

VOICE
FAX
TOLL FREE
e-mail
website

602-274-9944
602-277-4254
800-522~8893 -
azrs@az-reoortinq.com
www.az-renortinq.com

Outside Phoenix Metro

AZRS and its predecessors have been in operation in Phoenix, Arizona since 1947

fllliiiiliiiiiiiiil'1llifI!l!l8¢¢l!!!ll!willfiK n~x*1'vnnvrn11~nr~nt*~lrnnnnn-4-reefnnnnnnnrn

This electronic mail transmission contains information from the court reporting firm of Arizona Reporting Service, Inc. that may be confidential or privileged. Such
information is solely for the intended recipient. be aware that any disclosure, copying, distribution or use of this message, its contents or any attachments is
prohibited. Any wrongful interception of this message is punishable as a Federal Crime. If you have received this message in error, please notify the sender
immediately by telephone at 602-274-9944 or by electronic mail at azrs©az-reoorting.com

-- This footnote confirms that this email message has
been scanned to detect malicious content. If you experience problems, please e-mail postmaster@azcc.,qov
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ARIZONA WATER COMPANY

DOCKET no. W-01445A-02-061 g

DIRECT TESTIMONY

OF

WILLIAM A. RIGSBY

on BEHALF OF

THE

RESIDENTIAL UTILITY CONSUMER OFFICE

JULY 8, 2003
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Direct Testimony of William A. Rigsby
Docket No. W-01445A-02-061 g

1 RUCO's recommended level of annual CAP water expense in my adjusted

2 purchased water expense figure .(Operating AdjustMent #11).

3

.4 [BEGIN CONFIDENTIAL]

.. Rate Base Adjustment #11 - Sharing of PCG Settlement5

6 Q. Please discuss the Pinal Creek Group or PCG?

A. Based on confidential information provided by Arizona Water, and on

information obtained from other non-confidential sources, RUCO has

9 learned that the -Pinal Creek GrOup, .or PCG, is a consortium of copper

0
Mining oampanies' thatentered intoa consent decree withADEQ and'the .

11..
EPA overwater contamination in the MiaMi area. -Under the terms 'of the

.12 consent decree,.the PCG agreed to pay fines to both the State of Arizona

13 I

14

and the Federal Government and, more importantly, agreed to take

responsibility for 100 percent of the cleanup effort in the affected area at

15 an estimated most of approximately $100 million.

16
l

l

:

!
I

17 During the latter part of 1997, ̀ Arizoha Water filedobjections-. against the i

18 aforementioned consent decree in Federal District Court. In Arizona

19 Water's filing with the court, the Company argued that it would not be able

20

21

to recover damages from thepCG if the .consent decree were approved.

Arizona Water also claimed that, over a number of years, the Company
I
I

l

I
l

I

1 The Pinar Creek Group is comprised of the following companies: BHP Copper (formerly Magma
Copper), Cyprus Miami Copper Corporation, and, ConsolidatedCopper Company.
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Direct Testimony of William A. Rigsby
Docket No. W-01445A-02-0619

\

1

2

'had suffered approximately $5 million in damages as a result of water

contamination in the Miami area (although.the Company has not .been

3

requests).

5

6

8

10
I

<11

12

13

14

15

16

able to fully quantify this figure in its responses to ACC Staff data

In July 1998, Arizona Water entered into a settlement

.agreement With *the PCG. As part of the settlement agreement, Arizona

W ater received $1.4 mil l ion in cash over a three-year period (the

Company recorded the full amount as Miscellaneous' Non-operating .

Income during the 1998 operating period). In additionto paying out the , »

aforementioned cash sett lement, the PCG also agreed to provide

replacement water (from various PCG wells and through an

interconnection that links the PCG's water system with Arizona Water's

Miami system) on an incremental basis beginning with an amount Of 100

gallons per minute ("GPM") in October 1998, and increasingly 100=GPM

per year uP to 600 GPM in October 2003. After October ea, 2008, the ,

PCG agreed to continue to provide an "aggregate volume of capacity" of

600 GPM until theexpiration of. the settlement agreement on October 30, .

17. 2028..Although the~settlement agreement has provisions for Ethe' transfer -.

18 of  wells f rom the PCG to Arizona Water, there is no evidence that

19 substantiates that any such transfers have occurred to date. In its

20 responseto ACC Staff data request TJS 13-10, Arizona Waterstated that

21 the Company has received a total of 456,927,300 gallons .of water from

22 the PCG pursuant to the settlement agreement.

23

i

4

7

30
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Direct Testimony of William A. Rigsby
Docket No. W-01445A-02-0619

Q. Was any of this information disclosed or discussed in Arizona Water's

2 Application?

3 A. No.

5. Q; What adjustment to the Miami system rate base is RUCO recommending

6 based on its analysis of the PCG settlement?

"7 A. Based on the information that RUCO has been able to study to date,

8 RUCO believes that, at this point time, .Arizona Water should be

410

11

required to share the $1;4 million settlement amount with the ratepayers

served by the affected Miami system..As customers en .the Miami system,

ratepayers have beer affected and damaged by this water contamination

arid should share in any compensation agreed Upon. This results in a

13 reduction of $700,000 to the Miami system's rate base. RUCO is also

14 recommending that the $700,000 be amortized over a 25-year. period.

15 This results in  a decrease to the Miami system's depreciat ion &

18.=

17:

18

amortization expense -of $28,000 per year through 2028..RUCO"based its

25-year amortization period on the life 'of the settlement agreement

between PCG and Arizona Water.

,19

20" Q. . . Is there precedence for such a sharing between a public service

21 corporation and its ratepayers?

22 A. This 'Commission has historically recognized the propriety of sharing utility
!

23 generated gains on .a 50/50 basis between ratepayers and shareholders. I

i
I
r
r
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Direct Testimony of William A. Rigsby
Docket No. w-01445A-02-Q619

1 Examples of this can be found in the following decisions: Arizona public

2 Service Company ("APS")- Decision No. 55228, dated October 9, 1986;

3 APS Decision No. 55175, dated August 21, 1988; APS Decision No.

55931, dated April 1, 1988, and Tucson Electric Power Decision No;

5 56659, dated October 24, 1989.

6

7 .  Q .

8

Is RUCO also -recommending any operating expense adjustments in

..connection with the PCG settlementagreement?

i

i

No.

10

=11 Q . Why not?

=1a - '.

12 A. .Based on the information analyzed to date, RUCQ cannot accurately. 4

quantify or. make projections on what the total impactor the 600 GPM will

14 'be on the Miami System's operating expense figures. For this reason,

15 RUCO is recommending that the Commission order Arizona Water to file a

.16 rate application at- the end of three years and to pi'bvide detailed

17

18

19

20 .

.21

22

23

documentation on well. transfers and any retirements of wells or other

assets that are a direct result -of .the terms contained in the PCG

settlement agreement.. RUCO furtherbelieves that any transferred assets

fromthel.pCG toArizona Water'Should :be treated 'as ClAC's and booked

at PCG's original cost to insure that ratepayers receive the -benefits that

would result from lower depreciation and amortization expenses recovered

in rates. 'The ~requlrement to book transferred assets at PCG's original

4
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Gperating Adjustment .#1 ReconCile Company *Proposed Operating

Q.

OPERATING INCOME

Direct Testimony of William A. Rigsby
Docket No. W-01445A-02-0619

. belweenf the

allowed in rate base.

levels and the actual amounts.

compares actual

'passing on additional savings to the Miami System's ratepayers through

proposed revenue

What is the purpose of thisadjustment?

The purpoSe of this adjUstment is to reconcile, or *true-up," the Company-

expense levels

adjustment provides

consistently

Income to 2002 ActuaI

and

cost Would avoid the possibility of Arizona Water booking contributed PCG

[END CONFIDENTIAL]

under estin§ated its postteSt year

revenue

assets at some token amount (i.e.$1 .00) and allow the Company to avoid

lower depreciation and amortization expense levels.

expenses

>and

over

Company's estimated post-test

expenses.

With. the

that

2001 test year

estimated its post-test

were

and

the

schedule-wAR-10,. Page

-

These Schedules show that the

expense levels with

complete matching

booked during

revenues

the 2002

year expenses

and

year

of

expenses with actual 2002

the actual .revenue and

post-test

exhibits the =differenCes

operatingperiod.

revenue

of Schedule WAR;t0

and

year .

Company

and'

consistently

revenues

expense

The

has"

\

23 application bversiates the required -rate increase.

t

.1

46
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Surrebuttal Testimony of William A. Rigsby
)pocket No. w-01445A~02-0619

1 BEGIN CONFIDENTIAL]

2 :»INAL CREEK GROUP MATTER

3 Please describe the Company's rebuttal testimony regarding the PEG

settlement agreement.

5 4. Mr. Garfield providesan historical background on.the events that ledup to

6 the Company's settlement agreement with the PCG. He then attempts to

7 defend the Company's position on the PCG matter by reasoning that the

8 settlement proceeds were not given to the Company to remedy past

g 'damages alone, but were provided in con}u'nction with replacement water

10 in exchange for the release of any claims against the PCG for all potential

11 losses and future claims. Both Mr. Garfield and Mr. Kennedy cite what

12 they believe are benefits to Miami system ratepayers as a result of the

13 settlement agreement.
I

I

14

15 Q. What is tHe Company's positionon RUCO's treatment of the PCG

~16 settlement proceeds?

17 A. The Company is opposed to RUCO's recommendation that the proceeds
J

J

I

18 from the $1 .4 million PCG settlement agreement be shared with the Miami

19 system ratepayers on a 50/50 basis.

20

21

22
s

23.~

Q.

r

r

i

j

r

4
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Surrebuttal Testimony of William A. Rigsby
Docket No. W-01445A-02~0619

,_ h

1 What is the basis for the Company's position on not sharing the PCG

2 settlement proceeds as RUCO has recommended?

3 A. The Company has taken the position that the cases cited in my direct

4 testimony (which Mr. Garfield mistakenly identifies as being in Mr.Coley's

5 .direct testimony) deal only with the sharing of gains on the sale of assets

B and do not apply to thisCase. Mr. Garfield also stated that a Commission

7 requirement to share the settlement proceeds with the Miami system's

8 ratepayers would constitute "poor public policy" and would serve as a

9 disincentive for the Company to pursue polluters for future damages. He

ii o further states that Arizona Water's gain in this matter is not a "one-way

11 street" in that the Company has "invested capital in the Miami system to

12 meet the needs of the Compar\y's customers.n

~13

to Q. Has RUCO changed its position on this matter as a, result of the rebuttal

15 . testimony presented by either Mr.Garf;eld-or Mr. Kennedy?

16 A No. RUCO believes that the 50/50 sharing of the $1 .4 million in proceeds'

17 is appropriate. HUGO disagrees with the Company'sposition on the PCG

18 matter for seve'ralreasons..
. 4

19

Q. Please `explain` RUCO's reasons .for disagreeing: with the Company's.20

position on thePCG matter.

22 A. RUCO's` principal disagreement is that Miami system .ratepayers are ISO

Q experiencing whatever-damages the Company claims-it is experiencing as

Q.

5
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8urrebutta\ Testimony of William A. Rigsby
Docket No. W-01445A-02-061 g L

1 a result of the copper mining activities in. the Miami community.

2 Accordingly, ratepayers also are. entitled to a portion of the actual

3 monetary settlement. Although Mr. Garfield states that Arizona Water's

4 actions in the PCG matter were in both the Company's and its customers

5 best interest, the Company refuses to share the gains in an equitable

6 manner.

7

8 Q. Please explain RUCO's rationale for recommending a 50/50_sharir\g of the

g `PCG cerement funds?

10 The concept that ratepayers are entitled to gains by utilities, whether. they

11 result from the sale of assets or for some other compelling reason, such

12 as the one in this proceeding, is rooted in the fact that ratepayers are

13 captive customers of an incumbent local monopoly (in this case Arizona

. 14 Water). Because ratepayers have no ether choice but to accept service

15 from their incumbent utility, a portion of the rates that they pay include the

16.. non-caSh depreciation expense from which~the incumbent utility recovers

.17 its mosts for the assets that are used to provide 'service. Since ratepayers

18 are in .effect forced to pay down the mortgage on the assets that provide

service to them.as well as a fair rate of return to' the utility, state regulatory19

20 .commissions, including Arizona, have ruled that ratepayers are entitled to

21 a sharing of the gains that are associated with utility assets.

22

23

6



Surrebuttal Testimony of William A. Rigsby
Docket No. W-01445A-02~0619

1 I Q. Can you cite any other cases where the Commission ordered a utility to

share gains with its ratepayers that did not directly involve the sale of

3 utility assets?

4 "1 A. The most recent example is Decision No. 66028, dated ~July 3, .2003 in

5 .which the Commission ordered UniSource Energy Corporation

6 ("UniSource") to share the savings that are realized from the renegotiation

7 of an existing purchased power contract. The Commission ordered

8 UniSource to share 90 percent of any realized savirlgs with. the

9 Company's ratepayers and 10percent with its shareholders.

10

11 i Q. Please address the Company's position that a 50/50 sharing would be

12 poo.r public policy and a disincentive for the Company to pursue polluters.

M

13 IA. Based on the aforementioned UniSouroe decision' and other' prior

14 -.decisions wherein the Commission has ordered that a gain be shared, it

15 does not appear that the Commission believes that gain.sharing is too;

16 public policy. Moreover, l do not believe that an arrangement that

17 provides real dollar reductions in rates to ratepayers who have suffered

18 from damages to utility assets that they have paid for is poor public policy,

19 Contrary. toy Arizona Water's. position, such a policy would create

26 .inceNtives to go after even larger settlements in the future knowing that it

21. wilie required tofshare the gains with ratepayers.

22

23

2
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3

5
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7

9
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Surrebuttal Testimony of William A. Rigsby
Docket No. W-01445A-02-0619

. 'either Mr.

. -savings

As I stated earlier, the concept applies to this case by virtue of the fact that

How does this gain sharing concept apply to the situation in this case?

their ratepayers, who paid for the utility assets,. were damaged also.

not only Arizona Water experienced damages related to utility assets. but

associated with the damaged physical assets that provided 'Service to

them, yet Arizona Water. continues to maintain that ratepayers are not

Ratepayers have borne the cost of operation and maintenance expenses

entitled to any of the $1 .4 million inbompensation.

provide savings benefits. to the. Miami system ratepayers.

Please address the

Mr.

analysis

testimony does it make a recommendation to directly pass these projected

fact,

Kennedy provides nothing

none

on to Miami system.customers-through revised rate design.

of avoided financial costs.

of the benefits cited.

Garfield o r

Company'S assertion

Mr.

recommends.

Kennedy, tranSlate directly

more

in the

Nowhere

than

Company's rebuttal testimony

that the PCG settlement iii.

a speculative present

the Company's rebutth!

into a tangible

value

by

in
.°

19

20 I

. 21

22

23

r
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Surrebuttal Testimony of William A. Rigsby
Docket No. w-01445A-02-061 g .

1 Please respond to Mr. Garfield's argumentthat ratepayers have already

benefited from the PCG settlement because the Company has "invested

3 capital in the Miami system to meet the needs of the Company's

4 customers."

5 As a regulated monopoly, Arizona Water is required to invest capital in

6 order to serve its customers. Furthermore, the Company will recover that

7 invested capital, along with a rate of lreturr\ on it, through the rates that it

8 collects from the Miami system ratepayeks. If the Commission does not

g allow for a sharing of the gain, the Company will reap the entire $1.4

10 million of the PCG settlement money.

11

12 in.

13

Is there any reason to believe Arizona Water shareholders have already

received windfall profits from thePCG settlement?

14 IA. Yes. According to Arizona Watel*s 1999 audited financial statements', the

15 Company paid a special dividend. Company shareholders received this

16

17

18

19

20

special dividend ~in addition to~the regular dividend that was paid during .

the 1999 operating periods The. payment of the special dividend (totaling

$2,000,700) occurred a year after the PCG 'settlement was reached in

1998~and during the sometime frame that Arizona-Water Was receiving

monetary disbursements of the settleMentproceeds.-

'Obtained during discovery in the Compares. Northern Group proceeding (Docket No. w-
01445A-00-0962). When the Company was asked by RUCO why the special dividend was paid,
the Company's response was that the dividend
capital structure.

payment was made to adjust the Company's

. 2

9
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Surrebuttal Testimony of William A..Rigsby
Jockey No. W-01445A~02-0619

°-.-_

1 3. Are there any other points of contention between the Company and RUCO

2 on the PCG matter?

3 A. For the sake of clarification, RUCO recommended that the Company be

4 required to file a rate application on the Miami system in three years as

5 opposed to the entire Eastern Group. RUCO believes that this will be an

6 adequate time period to determine what additional saving's Miami system
J

7 ratepayers may be. ent it led to as a result  of  the PCG sett lement

8 agreement.

9

10 Does RUCK accept the Company's offer to establish a PCG water

adjustment mechanism, to flow through any savings realized from the

-12 PCG settlement as noted on page 30 of Mr. Garfield's rebuttal testimony?

13 A. Once the Company presents the details of such a mechanism, HUGO Will

14 consider such a proposal from both a legal and technical ratemaking

15 aspect.

16

.17 Q. Are'there any other reasons why RUCO'S recommended 50/50 sharingjof

18 the $1 .4 million PCG settlement is appropriate?

19 Yes. Despite all the discussion and arguments presented TmfhiS issue by

1 20 the Company's witnesses, the fact remains that Arizona. Water realized a

$1.4 million windfall that it booked as other .-income in its 1998 Annual21

22W J Report to the Utilities DiVision. If the gain is not sh`ared,not'onlywi|! the . . .  »  .

23 Company be compensated. -.by .ratepayers for whatever portior1s..of the .

Q.

A.

10

a L
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iurrebuttal Testimony of William A. Rigsby
Docket No. W-01445A-02-0619

\

J

3

4

5

6

7

PCG settlement proceeds, if any, were used to finance the Miami system

plant assets as discussed by Mr. Garfield in his rebuttal testimony, it will

also enjoy the entire settlement of $1 .4 million. Moreover, in the absence

of a 50/50 gain sharing arrangement, there is no guarantee that the Miami

system ratepayers will realize any savings or compensation connected

with the damages that they have also suffered as a result of the copper

mining activities in their service territory.

8

9 [END CONFIDENTIAL]

10

12

13

14

15

16

17

18

19

20

21

22

23
n
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Direct Testimony of William A. Rigs by
Chaparral City Water Company, Inc.
Docket No. W-021 13A-07-0551

1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My name is William A. Rigsby. l am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

Please describe your qualifications in the field of utilities regulation and

your educational background.

Appendix 1 of my direct testimony describes my educational background

and also includes a list of the rate cases and regulatory matters that l have

11 been involved with.

12

13

14

15

16

17

Please state the purpose of your testimony.

The purpose of my testimony is to present RUCO's positions and

recommendations on two issues that the Arizona Corporation Commission

("ACC" or "Commission") ruled on in Decision No. 71308, dated October

21, 2009, which are now being reheard under A.R.S. § 40-252 and A.R.S.

18 § 40-253 ("Rehearing").

19

20 What two issues are the subjects of this Rehearing?

21 The first issue involves the recovery of legal expenses associated with

22 Chaparral's appeal of Decision No. 68176, dated September 30, 2005,

A.

Q.

A.

A.

Q.

Q.

A.

Q.
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1

2

and a subsequent remand hearing' ("Remand Proceeding") which

resulted in Decision Ne. 70441, dated July 28, 2008. The second issue

3 involves the ratemaking treatment of monetary proceeds that were

4

5

received by Chaparral as part of a settlement agreement that was reached

between the Company and the Fountain Hills Sanitary District ("FHSD").

6

7

8

9

10

11

12

13

14

Have you filed any prior testimony in this case on behalf of RUCO?

Yes l  have. On September 30, 2008, I f i led direct testimony on

Chaparral's application for a permanent rate increased ("Application")

which was filed with the Commission on September 26, 2007. My direct

testimony addressed Chaparral 's request for the recovery of legal

expenses in connection with the appeal of Decision No. 68176, which is

one of the two issues being reheard in this proceeding. On November 20,

2008 l filed surrebuttal testimony on this same issue and I also testified on

15

16

17

18

19

it during the evidentiary hearing which was held at the ACC's Phoenix

Office on December 8, Q and 10, 2008, and January 8 and 9, 2009. l was

also present during the March 18, 2010 ACC Staff meeting when the

Commission voted to proceed with this rehearing under both A.R.S. § 40-

252 and A.R.S. § 40-253.

1 Docket No. w-02113A-04-0616

2 Docket No. w-021 13A-07_0551

Q.

A.
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1

2

3

4

Did RUCO also file testimony on the FHSD settlement agreement issue?

Yes. That issue was addressed in the surrebuttal testimony of RUCO

witness Timothy J. Coley, who also testified on behalf of RUCO during the

evidentiary hearing on Chaparral's Application.

5

6

7

8

9

Will Mr. Coley be testifying in this proceeding?

No. For the purposes of this rehearing I have adopted Mr. Coley's prior

surrebuttal testimony that pertains to the FHSD settlement agreement and

will address both issues during this Rehearing.

10

11

12

13

14

15

to

17

How is your Rehearing testimony organized?

My Rehearing testimony contains four parts: the introduction that I have

just presented, a summary of RUCO's recommendations on the two

issues that are being addressed in this proceeding, a section on the

recovery of legal expenses in connection with the Remand Proceeding,

and a section on the rate raking treatment of monetary proceeds that

were received by Chaparral under the FHSD settlement agreement.

18

19

20

21

22

A.

A.

Q.

A.

Q.

Q.
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1 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

2 Please summarize the recommendations that you will address in your

3

4

5

6

Rehearing testimony.

RUCO contends that the Commission appropriately and accurately

decided the two issues pending in this Rehearing. Decision No. 71308

should not be further amended.

7

8 Recover of Legal Expenses Associated with the Appeal of Decision No.

9 68176

10

11

I am recommending that the Commission continue to reject

Chaparral's request for recovery of legal expenses attributed to both the

Appeal of Decision No. 68176 and the subsequent Remand Proceeding.

This recommendation is12 consistent with RUCO's position during

13 Chaparral's rate case proceeding and was adopted by the Commission in

Decision No. 71308.14

15

16 FHSD Settlement Agreement Proceeds - I am recommending that the

17

18

19 This recommendation is

20

Commission continue to treat 100 percent of the FHSD settlement

proceeds as a regulatory liability in the amount of $1,216,000 to be

deducted from the Company's rate base.

consistent with ACC Staff's original recommendation pr ior  to the

21 evidentiary hearing on the Company's Application, is consistent with

A.

Q.

4
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1 RUCO's position since the surrebuttal phase of Chaparral's rate case

2 proceeding, and was adopted by the Commission in Decision No. 71308.

3

4
5
6
7

RECOVERY OF LEGAL EXPENSES ASSOCIATED WITH THE APPEAL OF
DECISION no. 68176

8

9

10

When was the issue of the recovery of legal expenses associated with the

appeal of Decision No. 68176 originally addressed?

The issue was originally addressed during the Remand Proceeding of

Docket No. W-02113A-04-0616, that was conducted as a result of

11 Chaparral's appeal of Decision No. 68176 and which resulted in Decision

12 No. 70441.

13

14

During the Remand Proceeding the Company sought

recovery of $100,000 in legal expenses incurred after the Commission

issued Decision No. 68176. In Decision No. 70441 (the Remand

15

16

17

Decision), the Commission elected not to adopt Chaparral's request,

concluding that the Company could seek recovery of the legal expenses

associated with the appeal of Docket No. W-02113A-04-0616 in

18

19

20

21

22

23

Chaparral's pending permanent rate case proceeding (Docket No. W-

02113A-07-0551 ), which had been suspended pending the outcome of the

Remand Proceeding.

Upon the resumption of the Company's permanent rate case proceeding,

Chaparral filed supplemental testimony seeking to recover $258,511 out of

a total amount of $520,000 in legal expenses attributed to both the

24

Q.

A.

Company's appeal of Decision No. 68176 and the subsequent Remand
5



Direct Testimony of William A. Rigsby
Chaparral City Water Company, Inc.
Docket No. W-021 13A-07-0551

1

2

3

Proceeding. In addition to the $258,511, the Company sought $280,000

of rate case expense for the permanent rate case, Docket No. W-02113A-

07-0551 and testified to having spent $30,000 for negotiation of the FHSD

4 settlement.

5

6

7

8

What was RUCO's recommendation regarding the Company's request?

Although RUCO did not oppose the Company's request for $280,000 rate

case expense for the permanent rate case, or the $30,000 award of rate

9

10

11

case expense for negotiation o f  t he FHSD settlement, RUCO

recommended that the Commission reject Chaparral 's request for

recovery of an additional $258,111 in legal expenses attributed to both the

12

13

14

15

16

17

18

appeal of Decision No. 68176 and the subsequent Remand Proceeding.

RUCO bel ieved then, as i t sti l l  does now, that Chaparral  made a

conscious business decision to appeal Decision No. 68176 for the sole

benefit of its shareholders and that the Company should have weighed Alf

of the possible risks associated in obtaining a satisfactory decision from

both the Court of Appeals and the ACC. RUCO took the position that

Chaparral should have also taken into consideration what a possible

19

20

21

outcome could mean in terms of obtaining its desired level of operating

income. The chain of events that caused Chaparral to incur the legal

expenses that it sought to recover from captive ratepayers was directly

A.

Q.

6
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1 attributed to the Company's business decision to appeal Decision No.

2 68176.

3

4

5

Did the Administrative Law Judge ("ALJ") assigned to the case adopt

RUCO's recommendation in her Recommended Opinion and Order?

6 No. In her Recommended Opinion and Order issued on November 25,

7

8

9

2009, the ALJ assigned to the case adopted ACC Staff's recommendation

that Chaparral be permitted to recover $100,000 in legal fees attributed to

both the appeal of Decision No. 68176 and the Remand Proceeding.

10

12

Did RUCO file exceptions to the Recommended Opinion and Order?

Yes. In RUCO's exceptions, filed on October 2, 2009, RUCO argued that

13

14

permitting util ities to recover their rate case expense for an appeal

intended solely to benefit shareholders leaves utilities with the expectation

15

16

17

18

19

20

21

that they can pursue any lawsuit with no worry of the costs associated

therewith because captive ratepayers will pick up the tab.

RUCO also argued that a policy which compensates utilities for the pursuit

of shareholder lawsuits encourages a lack of restraint and undermines the

appropriate cost benefit analysis of the risks and benefits of litigation. The

fact that the Company spent $500,000 to recover an additional $12,000 in

required revenue could not be clearer proof of RUCO's concerns.

Q.

A.

A.

Q.

7
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1 RUCO further argued that since the Court of Appeals did not award

2 attorneys fees to Chaparral, the Company should not be allowed to do so

3 as rate case expense.

4

5 Did the Commission adopt the ALJ's recommendation in their final

6 Decision on the Chaparral rate case proceeding?

7 Partly. The Commission granted the Company $280,000 in rate case

8 expense for the permanent rate case. The Commission rejected the ALJ's

9 recommendation of $100,000 of rate case expense for the appeal and

10 remand proceedings, but granted $30,000 for fees and expenses

11 associated with negotiation of the FHSD settlement. During the Regular

12 Open Meet ing held on October  8,  2009,  an amendment  to  the

13 Recommended Opinion and Order was introduced by Commissioner Gary

14 Pierce which adopted RUCO's recommendation to reject Chaparral's

15 request for recovery of legal expenses associated with both the appeal of

16 Decision No. 68176 and the Remand Proceeding. The amendment

17 offered the following language:

18
19
20
21
22
23
24
25
26
27
28

"Although we find that the Commission has authority to award attorneys
fees to the Company for the appeal and the remand proceeding, we
decline to do so under these circumstances. The Company spent more
than $500,000 to recover an additional $12,000 in operating income.
While no one disputes the Company's right to pursue whatever legal
recourse it wants to pursue, we believe the Company should maintain a
proper perspective of the costs and benefits associated therewith. In
order to ensure the Company undertakes the appropriate analysis of the
risks and benefits of litigation, we will not allow the Company to impose
the costs of its appeal upon captive ratepayers."

A.

Q.

8
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1

2 Yes.

3

4

5

6

Did the Commission adopt Commissioner Pierce's proposed amendment?

By a vote of 4 to 1 the f ive ACC Commissioners adopted

Commissioner Pierce's proposed amendment that denied Chaparral the

recovery of legal expenses associated with both the appeal of Decision

No. 68176 and the Remand Proceeding. The language from the

amendment cited above can be seen on lines 5 through 12 of page 28 in

7 Decision No. 71308 dated October 21, 2009.

8

9

10

Has RUCO changed its position on the recovery of legal expenses

associated with both the appeal of Decision No. 68176 and the Remand

11

12

13

14

to

Proceeding?

No. For all of the reasons stated in RUCO's prior testimony, legal briefs

and exceptions cited above, RUCO believes that the Commission made

the correct decision to deny Chaparral the recovery of legal expenses

associated with both the appeal of Decision No. 68176 and the Remand

16

17

18

19

20

Proceeding. Furthermore, as stated in my direct testimony filed during the

rate case proceeding, RUCO believes that Chaparral's Decision to appeal

Decision No. 68176 was made strictly to increase the Company's

operating income for the benefit of Chaparral's shareholders. Therefore, it

is not reasonable for the Company to ask ratepayers to pay the expenses

21 associated with the appeal and Remand Proceeding. In addition, the

22 $258,511 rate case expense that the Company seeks to recover in this

A.

Q.

A.

Q.

9
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1

2

3

4

5

6

7

8

9

rehearing is excessive and not reasonable for the appeal and Remand

Proceeding.

RUCO also believes that Chaparral's rate case proceeding produced a

complete record and a body of evidence that allowed the Commission to

set rates that would generate an appropriate level of revenue to cover the

Company's operating expenses and provide Chaparral with the

opportunity to realize its authorized rate of return. As l stated in my direct

testimony, if the Company had not pursued an appeal of Decision No.

68176, it would have realized $520,000 in funds that would not have been

10 spent on costly litigation that only provided Chaparral with $12,143 more

11 than what was originally authorized in Decision No. 68176. RUCO

12

13

14

believes that the Commission should continue to deny the Company's

request for recovery of the legal expenses associated with both the appeal

of Decision No. 68176 and the Remand proceeding.

15

16

17

But doesn' t  a company have the due process r ight to appeal  a

Commission decision if it believes the Commission made the wrong

18 decision?

19 Absolutely.

20

21 And aren't these costs associated with such an appeal?

22 Yes.

A.

Q.

A.

Q.

10
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1

2

3

4

5

6

7

8

So why shouldn't the party recover those expenses?

RUCO supports a Commission's decision to allow a company to recover

reasonably incurred expenses. However, it is impossible for RUCO to

conclude that it was reasonable for the company to incur over $500,000 in

legal fees for $12,000 in additional operating income. The imbalance of

risk versus reward is staggering. Furthermore, allowing recovery of the

appeal and remand costs will signal to every utility that they can get a

"second bite of the (rate raking) apple" without any financial repercussion.

9

10 But didn't the Company win on appeal?

I wouldn't call it a win. The Court remanded the matter to the Commission11

12 for further determination. The Court stated that "if tl'le cost of capital

13

14

analysis is not the appropriate methodology to determine the rate of return

to be applied to FVRB, the Commission has the discretion to determine

15 the appropriate methodology".

16

17 Didn't the Commission in Decision No. 70441 indicate it would allow

18

19

recovery of these costs in the permanent rate case?

The Commission did not bind itself to awarding these costs, while

20 Decision No. 70441 deferred any decision on cost recovery and did allow

21 the Company to seek recovery of these costs in the permanent rate case,

A.

Q.

A.

Q.

Q.

A.

11
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1

2

the Order clearly states that the Commission would have to make "a

determination to their appropriateness and reasonableness".3

3

4 The Commission determined these costs which incidentally grew from

5 $100,000 to $258,111 since the conclusion of the Remand proceeding

6 were neither appropriate nor reasonable.

7

8 RUCO believes the Commission made the right decision.

9

10 FHSD SETTLEMENT AGREEMENT PROCEEDS

11

12

13

14

15

16

17

18

19

20

Please provide a brief background on this issue.

This issue involved FHSD's need to drill an aquifer storage and recovery

well in close proximity to Chaparral's well #9, requiring Chaparral to take

well #9 out of service. According to the direct testimony of Company

witness Robert N. Hanford, Chaparral's prior owner subsequently entered

into negotiations with FHSD to arrive at a well exchange agreement.

Under this agreement, FHSD would supply Chaparral with a new well with

similar production and water quality to well #9. According to the

Company, well #9 was to be taken off-line and physically isolated from the

system when FHSD's new aquifer storage and recovery well came online.

3 Decision No. 70441 p, 39

A.

Q.

12



Direct Testimony of William A. Rigsby
Chaparral City Water Company, inc.
Docket No. W-02113A-07-0551

1

2

3

4

5

6

7

8

Unfortunately, FHSD was unable to provide Chaparral with a well that

could provide the Company with satisfactory production. The Company

eventually reached a settlement agreement with FHSD for $1.52 million.

Under the terms of the settlement agreement, Chaparral agreed to stop

using two wells: well #9, and well #8, which, according to Mr. Hanford,

was never used as a potable source of water. The Company also gave

the FHSD an option to purchase approximately 10,000 square feet of real

property on which well #8 is located.

9

10

11

How did Chaparral propose to treat the $1.52 million in proceeds of the

settlement agreement?

12

13

14

Chaparral proposed that the $1.52 mill ion in settlement agreement

proceeds be shared on a 50/50 basis with the Company's ratepayers over

a ten-year period. This resulted in a reduction of $760,000 to the

15 Company's proposed rate base.

16

17

18

19

20

Did RUCO initially oppose Chaparral's proposal?

initially no. RUCO did not address the issue in the direct testimony of Mr.

Timothy J. Coley. In making its decision not to oppose Chaparral's

proposal during the direct testimony phase of the proceeding, RUCO had

Q.

A.

A.

Q.

13
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1
. . . . . 4

on a Pl"lol" Commission decision

2

3

4

5

6

relied which had adopted RUCO's

recommendation for a 50/50 sharing of the proceeds of a settlement

agreement between Arizona Water Company and a consortium of copper

mining companies, known as the Pinal Creek Group, that had entered into

a consent decree with the Arizona Department of Environmental Quality

("ADEQ") over water contamination in the Miami, Arizona area.

7

8

9

10

11

What position did ACC Staff take on Chaparral's proposed treatment of

the $1 .52 million in settlement agreement proceeds?

in his direct testimony, ACC Staff witness Marvin E. Millsap recommended

that the Company's ratepayers receive 100 percent of the $1 .52 million in

12

13

settlement agreement proceeds over a ten-year period beginning in 2005.

Mr. MiIIsap's recommendation was reflected in his Rate Base Adjustment

14

15

16

17

18 the amortization period.

19

20

#1, displayed on Schedule MEM - 5, which took into account two prior

years of amortization and reduced the Company-proposed rate base by

an additional $570,000, thus providing ratepayers with the full amount of

the $1 .52 million in settlement proceeds over the remaining eight years of

Mr. Mi l lsap also made the appropriate

corresponding adjustment to Chaparral's depreciation and amortization

expense to reflect the annual amortization of the reduction to rate base.

4 Decision No. 66849, dated March 19, 2004

A.

Q.

14
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1

2

What was ACC Staff's rationale for allowing Chaparral's ratepayers to

receive 100 percent of the $1.52 mil l ion in settlement agreement

3

4

5

6

7

8

9

10

11

12

13

14

15

16

proceeds?

Mr. Mi l lsap stated on page 5 of his direct testimony that a close

examination of the transaction between Chaparral and FHSD revealed

that no transfer of property had occurred (typically, gains or losses on the

sale of utility assets are shared on a 50/50 basis between ratepayers and

a utility). Mr. Millsap went on to state that in ACC Staff's opinion, the

transaction was not a sale of assets, and that a 50/50 sharing of the

settlement proceeds was inappropriate. On pages 13 through 15 of his

direct testimony, Mr. Millsap supported this rationale by explaining how

Chaparral  cont inued to own wel l  #8 and wel l  #9 which are ful ly

depreciated (meaning that the Company had fully recovered their costs

through depreciation expense that was included in rates), and how the

$1.52 million in settlement proceeds represented compensation for an

equivalent cost of water to replace the amount that well #9 would have

17

18

19

20

produced over the remainder of its useful life (a cite from Company

witness Hanford's direct testimony). Mr. Millsap further explained how the

loss of lower cost groundwater from well #9 would have to be replaced

with higher cost Central Arizona Project ("CAP") water.

21

22

Q.

A.

15
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1 What was RUCO's reaction to ACC Staff's recommendation during the

2

3 RUCO re-

4

5

6

7

rebuttal phase of the proceeding?

RUCO found ACC Staff's recommendation compelling.

evaluated its decision opposing Chaparral's proposed treatment of the

settlement proceeds and decided to adopt ACC Staff's position. RUCO's

adoption of ACC Staffs position was subsequently presented in the

surrebuttal testimony of RUCO witness Timothy J. Coley.

8

9

10

11

What was ACC Staff's position on the treatment of the settlement

proceeds during the rebuttal phase of the proceeding?

In Mr. Millsap's surrebuttal testimony, ACC Staff rejected the arguments

12 presented in Mr. Hanson's rebuttal testimony, and continued to

13 recommend that the Company's ratepayers receive 100 percent of the

14 $1.52 million in settlement agreement proceeds.

15

16

17

18

19

20

Did RUCO support the position presented in ACC Staff's pre-fi ied

testimony during the evidentiary hearing on Chaparral's Application?

Yes. During the evidentiary hearing on Chaparral's Application, RUCO's

witness Mr. Coley testified under oath that RUCO had adopted the

position presented in ACC Staff's pre-filed testimony.

21

Q.

A.

A.

Q.

A.

Q.

16
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1

2

3

4

5

6

7

8

9

10

11

12

13

Did ACC Staffs witness Mr. Millsap testify in support of the position, that

the Company's ratepayers receive 100 percent of the $1.52 million in

settlement agreement proceeds, during the evidentiary hearing on

Chaparrals' Application?

No. During direct examination by ACC Staff's attorney, Mr. Millsap stated

under oath that a "policy decision" had been made for ACC Staff to adopt

the Company-proposed sharing of the $1.52 mil l ion in settlement

proceeds and that any profit on the sale of wells #8 and #9 would be split

on a 50/50 basis between Chaparral and its ratepayers. On the second

day of his appearance as a witness for ACC Staff, Mr. Millsap stated

during cross-examination by RUCO's attorney that he had been informed

of the policy decision from the Director's Office during the afternoon of the

first day that he appeared as a witness.

14

15

16

Did Mr. Millsap provide any rationale as to why the Company's position

had been adopted by the Director's Office just prior to his appearance as a

17 witness?

18 No, he did not.

19

A.

Q.

A.

Q.

5 Hearing transcript Volume H, pages 351 and 352

17
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1

2

Did the ALJ adopt ACC Staff's revised position on the $1.52 million in

settlement proceeds?

3 Yes. In her Recommended Opinion and Order issued on November 25,

4

5

2009, the ALJ adopted ACC Staff"s revised position that split the $1.52

million in settlement proceeds on a 50/50 basis.

6

7 Did RUCO file exceptions to the Recommended Opinion and Order?

8 Yes. On October 2, 2009, RUCO filed exceptions to the Recommended

9

10

Opinion and Order. RUCO argued in its exceptions that the Company has

received the full return of its investment of wells #8 and #9 through

11

12

13

depreciation expense. Although Company witness Mr. Hanford, may have

testified inconsistently on the issue in his response to Staff Data Request

MEM 7.3, Mr. Hanford admitted unequivocally:

14
15
16

".,.both wells were constructed
depreciated and have no impact on rate base fn the instant case.

over 36 years ago and have been fully

17

18

RUCO also argued that the Company had acknowledged that it has been

receiving a return on its investment in Wells 8 and 9 for more than a 30-

19

20

year depreciation period. Mr. Hanford admitted that both wells are fully

depreciated; the Company has received i ts return on and of the

21 investment. Mr. Hanford admitted that the $1.52 million dollars was

22 compensation for the cost to replace the amount Well 9 would have

23 produced over TUe remainder of its useful life.

A.

A.

Q.

Q.

18
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1 RUCO further argued that unlike the Pima! Creek Group settlement noted

2

3

4

5

6

7

earlier, which provided with Arizona Water Company ratepayers with the

benefit of future quantities of water for a number of years, the settlement

agreement reached between Chaparral and FHSD did not provide the

Company's ratepayers with replacement wells or an assurance of the

benefit of future quantities of water. As a result, Chaparral's ratepayers

will have to pay for replacement water.

8

g Are Chaparral's ratepayers paying for additional CAP water in this case?

10 Yes.

11

12

13

14

15

16

17

18

Did the Commission adopt the Company-proposed sharing of the $1.52

million in FHSD settlement proceeds?

No. During the Regular Open Meeting held on October 8, 2009, an

amendment to the Recommended Opinion and Order was introduced by

Commissioner Gary Pierce which adopted RUCO's recommendation to

provide Chaparral's ratepayers with 100 percent of the $1.52 million in

FHSD settlement proceeds. Commissioner Pierce's amendment offered

19 the following language:

20
21
22
23
24
25

"As RUCO points out and the Company admits, Wells 8 and 9 are fully
depreciated. The Company and its shareholders have received the full
return of and on their investment in Wells 8 and 9 and are entitled to no
more. We are cognizant, however, that the Company spent $30,000 in
attorneys' fees and costs in pursuing the resolution with the FHSD. We
hereby grant $30,000 of the proceeds to the Company for pursuing the

A.

Q.

Q.

A.

19
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1
2

3

matter on behalf of ratepayers and allocate the remaining settlement
proceeds to the ratepayers."

4

5

Are the ratepayers paying for replacement water?

Yes, since the closing of well #9 residential ratepayers have paid for

6 replacement CAP water.

7

8 Did the Commission adopt Commissioner Pierce's proposed amendment

9 which adopted RUCO's position?

10

i t

Yes. The amendment was passed by the Commission and the language

appears in Decision No. 71308, dated October 21, 2009.

12

13

14

Does RUCO continue to believe that Chaparral's ratepayers should

continue to receive 100 percent of the $1.52 million in FHSD settlement

15

16

17

18

19

20

proceeds?

Yes. RUCO's position has not changed. For all of the reasons cited

above RUCO believes that the facts presented during Chaparral's rate

case proceeding support the Commission's decision to allow Chaparral's

ratepayers to receive 100 percent of the $1 .52 million in FHSD settlement

proceeds.

21

A.

Q.

A.

Q.

Q.

A.

20
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1

2

3

4

Does your silence on any of the issues, matters or findings addressed in

the prior testimony of any of the witnesses for Chaparral constitute your

acceptance of their positions on such issues, matters or findings?

No, it does not.

5

6 Does this conclude your testimony?

7 Yes, it does.

Q.

A.

A.

Q.

21





Appendix 1

Qualifications of William A. Rigs by, CRRA

EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination,

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University
Center for Professional Development 84 Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting 8¢ Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 ._ April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 July 1999

Utilities Auditor ll and Ill
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 .. November 1997

Tax Examiner Technician I l Revenue Auditor ll
Arizona Department of Revenue
Transaction Privilege / Corporate income Tax Audit Units
Phoenix, Arizona
July 1991 - October 1994

1



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utilitv Company Docket No. Type of Proceeding

ICE Water Users Association U-2824-94-389 Original CC&N

Rincon Water Company U~1723-95-122 Rate Increase

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, inc. u-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association u-2195-95-494 Rate Increase

Pineview Land 8¢
Water Company U-1676-96-161 Rate Increase

Pineview Land &
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas utilities
Company - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas Utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company u-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth.
To Issue Stock

w-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. w-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company sw-02199A-98-0578 Rate Increase

2
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont)

Utility Comoanv Docket No. Tvpe of Proceedinq

Pineview Water Company W-01676A-99-0261 WIFA Financing

W-02191A-99-0415l.M. Water Company, Inc.

Maraca Water Service, Inc. w-014Q3A-99-0398

Financing

WlFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust, inc.
db Dateland Utilities W-03537A-99-0530

GTE California, Inc. T-01954B-99-0511

Financing

Sale of Assets

Citizens Utilities Rural Company, inc. T-01846B-99-0511 Sale of Assets

W-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company w-02113A-00-0233 Reorganization

Arizona-American Water Company W-01303A-00-0327 Financing

Arizona Electric Power Cooperative E-01773A-00-0227 Financing

T-03777A-00-0575 Financing

W-02074A-00-0482 WlFA Financing

360networks (USA) inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461 WIFA Financing

Rio Verde Utilities, inc. WS-02156A-00-0321 et a!
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Company

Loma Linda Estates, Inc. w-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01 -0166 Financing

Picacho Sewer Company SW-03709A-01-0165 Financing

Picacho Water Company w-03528A-01-0169 Financing

W-03861A-01-0167 Financing

W-02025A-01-0559 Rate Increase

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company w-01445A-02-0619 Rate Increase

3
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceeding

Arizona-American Water Company W-01303A-02-0867 et al. Rate Increase

Arizona Public Service Company E-01345A-03_0437 Rate Increase

WS-02676A-03-0434 Rate Increase

T_01051 B-03-0454 Renewed Price Cap

W-02113A-04-0616 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01444A-04-0650 Rate increase

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water & Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company w-01303A-05-0718 Transaction Approval

Arizona-American Water Company W-01303A-05-0405 ACRM Filing

Arizona-American Water Company w_01303A-06-0014 Rate Increase

G-042044-06-0463 Rate IncreaseUNS Gas, Inc.

Arizona-American Water Company WS-01303A-06-0491 Rate Increase

E-04204A-06-0783 Rate IncreaseUNS Electric, Inc.

Arizona-American Water Company w-01303A-07-0209 Rate Increase

Tucson Electric Power E-01933A-07-0402 Rate Increase

G-01551A-07-0504 Rate Increase

W-02113A-07-0551 Rate Increase

Southwest Gas Corporation

Chaparral City Water Company

Arizona Public Service Company E-01345A-08-0172 Rate Increase

Johnson Utilities, LLC ws-02987A-08-0180 Rate Increase

Arizona-American Water Company W-0'I 303A-08-0227 et al. Rate Increase

4
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Docket No. Type of Proceeding

G-04204A-08-0571 Rate Increase

W=01445A-08-0440 Rate Increase

WS-03478A-08-0608 Interim Rate Increase

Utility Company

UNS Gas, Inc.

Arizona Water Company

Far West Water & Sewer Company

Black Mountain Sewer Corporation SW-02361A-08-0609 Rate Increase

Global Utilities SW~02445A-_9-0077 et al. Rate Increase

Litchfield Park Service Company sw-01428A-09-0104 et al. Rate Increase

E-04204A-09-0206 Rate IncreaseUNS Electric, Inc.

Rio Rico Utilities, inc. WS-02676A-08-09-0257 Rate Increase

Arizona-American Water Company w-01303A-09-0343 Rate Increase

5
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EXECUTIVE SUMMARY
CHAPARRAL CITY WATER COMPANY, INC.

DOCKET no. W-02113A-07-0551

Chaparral City Water Company, Inc. ("Chaparral City" or "Compally") is an Arizona-
based corporation that provides water utility service to the Town of Fountain Hills which is
located along the eastern city limits of Scottsdale within Maricopa County, The Company
served approximately 13,500 customers during the test year ended December 31, 2006. The
Company's current rates were approved in Decision No. 68176, dated September 30, 2005, and
became effective on October 1, 2005. Chaparral City"s sole shareholder is American States
Water Company, which is publicly traded on the New York Stock Exchange.

The Company proposes rates that would produce operating revenue of $10,515,017 and
operating income of $2,681,268 for a 9.32 percent rate of return on a fair value rate base
("FVRB") of $28,768,975 The Company's proposal would increase annual operating revenues
by $3,068,317, or 41.20 percent, over test year revenues of $7,446,700 Under the Company's
proposed rates, the average residential %-'men meter customer consuming 8,450 gallons per
month would experience an $11.79, or 36.41 percent, increase iN his/her monthly bill from
$32.37 to $44.16.

Staff recommends total annual operating revenue of $9,181,965 and operating income of
$2,055,831 for a 7.60 percent rate of return on a FVRB of $27,050,414. Stall?'s recommended
revenue represents an increase of $l,735,265, or 23.30 percent, over test year revenues of
$'7,446,700. Under Staffs recommended rates, the average residential %-inch meter customer
consuming 8,450 gallons per month would experience a. $4.09, or 12.63 percent, increase in
his/her monthly bill from $32.37 to $36.46.

Stay's recommended rates would have a residential 3/4-inch meter customer consuming
the median usage of 5,500 gallons per month paying $27.85, or $2.91 more than the current
$24.94 for a 11.67 percent increase. By comparison, a residential 3/4-inch meter customer
consuming the median usage of 5,500 gallons per month under the Company's proposed rates
would be billed $34.03, or $9.09 more than the current $24.94 for a 36.43 percent increase.
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INTRODUCTION1

2

3

4

Q, Please state your name, occupation, and businessaddress

A. My name is Marvin E. Millsap. am a Public Utilities Anatlyst W employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("St2fi")~ My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

I

Q.

5

6

7

8

9

10

A.

Briefly describe your responsibilities as a Public Utilities AnalystIV.

In my capacity as a Public Utilities Analyst IV, I anahme and examine accounting,

financial, statistical and other information and prepare reports based on my analyses that

present Staff's recommendations to the Commission on utility revenue requirements, rate

design and other matters.

Q- Please describe your educational background and professional experience

11

12

13

14

15

16

17

18

A.

19

20

21

22

23

24

25

26

In 1991, I received a Masters degree 'm Business Administration, with a m@or 'm

management My studies included courses in economics, finance, research, information

systems, entrepreneurship and marketing. In 1970, I graduated from Arizona State

University, receiving a Bachelor of Science degree in Accounting. I am a Certified Public

Accountant licensed to practice Public Accounting with the Arizona State Board of

Accountancy. I have previously been licensed to practice Public Accounting with the

Kansas and South Carolina State Boards of Accountancy. In addition, I am a Certified

Government Finandal Manager ("CGFM") as designated by the Association of

Government Accountants ("AGA"). I have attended various seminars and classes on such

subjects as accounting, auditing, financial reporting, management of people and

organizations, taxation, Financing of water and wastewater systans and utility regulatory

issues sponsored by the National Association of Regulatory Utility Commissioners',

American Institute of Certified Public Accountants and the AGA. lam a member of the
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1

2

3

American Enstiutte of Certified Public Accountants and the Association of Government

Accountants. I have also attained the designations of "Competent COmmunicator" and

"Competent Leader" with Toastmasters, International.

4

5

6

7

8

9

10

I joined the Commission as a Public Utilities Analyst 'm October of 2007. Previously, I

was employed by the Kansas Corporation Commission Iictnn May 1993 to May 1997, as a

Managing Regulatory Utility Auditor and the Arizona Corporation Commission iirourn

November 1989 through May 1993, Erst as a Utilities Auditor and subsequently as a Rate

Analyst and Senior Rate Analyst. In May 1997, I began worldly as a Senior Auditor with

the Federal Conurnunications Commission in Washington, DC, and subsequently became a

Public Utilities Specialist with the Western Area Power Adnuiiuishation in Phoenix where I

worked in Power Marketing and purchased power contract management. Most rwently I

worked for the U. S. Stare Deparirnent in Charleston, SC, as a Post Allotment Accountant

and assisted with training of the Budget and Finance Stay at several Embassies in Europe,

Attica and South America.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Prior to accepting State regulatory positions, I was employed with national and local

Certified Public Accounting inns for approximately 12 years performing Financial and

operational audits, as well as providing tax and accounting services. Additionally, I was

involved with municipal electric, natural.gas, water and waste water utility system operations

and accounting for approidmately 8 years at the City of Mesa and the Town of Wickenburg,

Arizona. My experience includes being Chief Financial Oncer of a construction company

and a real estate development company, as well as managing commercial and residential

construction projects. Shave also been a Business Law instructor for the Lannbers CPA

Review Course.25
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Q-

2 A.

1

3

4

5

Have you previously testified as an expert witness?

Yes. I have testified before the Kansas Corporation Commissioning several electric and gas

utilities' rate cases, and regarding telecomfnunications issues. In addition, I have testified

before the Arizona Corporation Commission. I have also testified as an expert witness before

the Interstate Ocinnmerce Commission.

6

7 Q-

8

9

10

11

12

13

14

What is the scope of your testimony in this case?

I am presenting Staff's analysis and recommendations regarding Chaparral City Water

Company, Inc.'s ("CCWC," "Cbapalrral  Ci ty" or "Company") appl icat ion for a

determination of the current fair value of its utility plant and property and a permanent rate

increase. I am presenting testimony. and schedules addressing rate base, operating

revenues and expenses, revenue requirement, and rate design. Staff witness Mr. Pedro M.

Chaves is presenting Staf fs cost of  capi tal  and capi tal  structure analysis and

reeomrnendaitions. Mr. Marlin Scott, Jr. is presenting Star£'s engineering analysis and

15 recommendations.

16

17 Q~

18 A.

19

20

21

22

A.

What is the basis of your testimony in this case?

I performed a regulatory audit of the Company's application and records. The regulatory

audit consisted of examining and testing Enazncial information, accounting records, and

other supporting documentation and verifying that the accounting principles applied were

in accordance with the Commission adopted National Association of Regulatory Utility

Commisionm ('NARUC") Uniform System of Accounts ("USOA").

I
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BACKGROUND

Q- Would you please provide the background of this application?

A. Chaparral City is an Arizona-based corporation that provides water utility service to the

Town of Fountain Hills which is located dong the eastern city linnets of Scottsdale within

Maricopa County. The Company served approximately 13,500 customers during the test

year ended December 31, 2006. The Company's last Mil rate case resulted inDecision

No. 68176, dated September 30, 2005, which became elective on October 1, 2005. An

Appeal Md Rcll1211d case resulted in Decision No. 70441, dated July 17, 2008, which

granted CCWC $12,143 in additional revenues. Chaparral City's sole sibaureholder is

American States Water Company, which is publicly traded on the New York Stock

Exchange.

On September 26, 2007, Chaparral City Filed an application requesting detenninaiion of

the current fair value of its utility plant and property and a permanent rate increase. On

October 26, 2007, Staff filed a letter declaring the application sufficient and classifying

the Company as a Class A utility.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q- Please summarize the Company's filing.

A. The Company proposes rates that would produce operating revenue of 310,515,017 and

operating 'income of $2,681,268 for a 9.32 percent rate of return on a fair value rate base

("FVRB") of $28,768,975. The Company's proposal would `mcrease ann operating

revenues by $3,068,317, or 41.20 percent, over test year revenues of $7,446,700. It

shouldbe not that $32,536 adjustments to plot in service per Decision No. 68176

had to be added to oNgml cost rate base ("OCRB") Md FVRB because this amount did

not get carried forward from Exhibit Schedule B-2, Page ac, where it was included M the
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1

2

3

4

beginning balance i*om theDecision, to Exhibit Schedule B-2, Page 1. Exhibit Schedule

B-2, Page I develops the Company's OCRB that is reflected 'm Exhibit Schedule B-1,

Page 1, which also develops the Company's FVRB. FVRB then flows through'to Exhibit

Schedule A-1, Page 1, where it is used to calculate the gross revenue requirement. The

Company aelmowledged the omission of the $32,536.5

6

7

8

Q.

9

10

11

Please summarize Staff's recommendations.

Staff recommends total annual operating revenue of $9,181,965 and operating income of

$2,055,831 for a 7.60 percent fair value rate of return on a FVRB of $27,050,414. ShEs

recommended revenue represents m Mcrewe of $1,735,265, or 23.30 pmcmt, over test

year revenues of $7,446,700.

12

Q. Please summarize the rate base recommendations and adjustments addressed in13

14

15

16

17

A.

your testimony.

My testimony addresses the following issues:

18

19

20

21

22

23

24

25

26

A.

Shared Gain on Well - This achustment increases the una1r1ort1:'zed pardon ($646,000) of

the settlement proceeds by $570,000. The settlement proceeds received from Fountain

Hills Sanitation District for discontinuing the use of Wells 8 and 9 ("Wells"), which be

fully depreciated, have been characterized as a gain on the sale of property. However,

close exarninadon of the transaction 'indicates that no transfer of property occurred. The

Company proposed an equal sharing with the ratepayers and a ten-year amortization. In

Staff's opinion, the tralnsaetion is not a sale, so a 50 - 50 sharing is not appropriate. Thus

the entire settlement proceeds should berecognized in such a way as to benefit ratepayers

and amortize the proceeds over a ten-year period beginning in 2005. This adjustment is

the same for OCRB and the reconstruction cost rate base ("RCRB").
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1

2

3

Deferred Reaulatorv Assets - This adjustment decreases deferred regulatory assets related

to OCRB by $1,280,000 mid the RCRB by $1,280,000. This adjustment removes the

Company's pro forma aéusrment that added the cost of the additional Central Arizona

Project ("CAP") allocation acquired in 2007. StaE recommends reclassifying the cost of

the additional CAP allocation as a water right in Land and Land Rights due to its attribute

of existing into perpetuity.

4

5

6

7

8

9

10

11

12

13

General Ofice Plant Allocaltion - This adjustment increases the General Otlice plant

allocation OCRB by $124,299 and RCRB by $174,963. This adjustment removes a

portion of the Company's pro forma adjustment for General Office ("GO") plant relating

to studies mandated by the California Public Utilities Commission or California Statutes

and made before the acquisition of CCWC, thus benefiting only California operations.

This adjustment also removes the cost of luxury vehicles from GO plant. This adjustment

also reflects an increase lion 3.21% to 4.0% in the allocation percentage used to allocate

GO plant.

14

15

16

17

18

19

20

21

22

23

24

Accumulated Depreciation - This adjustment increases Accumulated Depreciation related

to the GO plant allocation percentage. CCWC plant accumulated depreciation is reduced

due to the retirement of plant and increased for the capitalization of plant items that had

been expensed in error for a net decrease of $2,031,950. This adjustment decreases

Accumulated Depreciation related to the RCRB by $2,506,970. This adjustment reflects

the difference between Start's and the Company's calculation of RCND Accumulated

Depreciation and the additions and retirements of CCWC plant and the changes related to

GO plant mentioned above.

25

I



Direct Testimony of Marvin E. Millsap
Docket No. W-02113A~07-0551
Page 7

1

2

Elimination of Worldng Capital Components - This adjustment decreases UnaInortized

Debt Issuance Costs, Prepayments and Materials and Supplies Inventory related to OCRB

by $424,010, $192,485 and $14,521, respectively. These items are n~onnlnal1y considered

4

5

6

7

8

Working capital wmponents. This adjustment decreases these items as related to the

RCRB by $4Z4,010, $192,485 and $14,521, respectively. The Company has not requested

a cash working capital allowance and did not submit a lead/lag study to determine what

allowance should be made for cash worlciing capital, so including other components of

working capital in rate base is inappropriate.

9

10

11

12

13

Capitalize Outside Services Expenses - This adjustment increases plant-in-service by

$37,673 to reclassify test year expenditures that had been 'included in operating expenses.

It was determined that these purchases would benefit more that one accounting period and,

thus, should be capitalized and depreciated ratably over their estimated useful lives.

14

15

16

17

18

19

20

3

Retire Wells and Other Plant Not-In-use - This adjustment reduces plant-'m-service by

$2,118,334 to remove plant items which are not used and useful. Among these items are

Wells and a water treatment facility. For RCRB purposes these two OCRB adjustments

have been combined, along with the CAP allocation purchase, into one adjustment that

also incorporates the retirements and reclassifications discussed in Marlin Scott, Jr.'s

testimony.



Direct Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 8

1 Q. Please summarize the operating `mcome recommendations and adjustments

2

3 A.

addressed in your testimony.

My testimony addresses the following issues:

4

5 Well Settlement Proceeds- This adjustment increases the Compa.ny's negative expenseby

a negative S77,000, to a negative $152,000. This adjushnent reflects recognition of the

allocation of one hundred percent of the proceeds from die settlement with Fountain Hills

Sanitation District for removing two wells from service to ratepayers, not providing a

replacement well and amortizing the proceeds over ten years.

6

7

8

9

10

11 Purchased Water - This adjustment decreases expenses by $20,306. Thais adjustment

accounts for known and measurable changes iN rates Hom the Cerebral Arizona Project and

Central Arizona Grbundwacter Replenishment District ("CAGRD") and the expenses

related to the additional CAP water allotment that is fifty-pcrcent used and useful.

12

13

14

15

16

17

18

19

20

Depreciation Expense - This adjustment decreases expenses by $86,188 to reflect the

rethemem of plant, capitalization of plant items expensed in the test year, increase in the

GO plant allocation from 3.21 percent to 4.0 percent and application of StrafE's composite

depreciation rate to contributions 'm aid of construction ("CIAC").

21

22

23

24

Miscellaneous Expense - This adjustment increases expenses by $38,164 to reflect an

increase in the GO expense allocation from 3.74 percent to 4.0 percent, and removes $950

of lobbying costs included in membership dues paid during the test year for a net increase

of$37,214.

I



CHAPARRAL CITY WATER COMPANY, INC.
Dottkei No. w~02113A-D7-0551
Test Year Ended December 31 , 2006

Schedule MEM - 5

RATE BASE ADJUSTMENT #1 - Adjustment to recognize the Well Settlement Proceeds as a regulatory liability
that is allocated 100 percent to the ratepayers and subject at a ten year amortization period.

Line
No.

[A]
COMPANY
PROPOSED

£61
STAFF

ADJ USTMENTS

[Cl
STAFF

RECOMMENDEDDESCRIPTION
Well settlement proceeds misdwraderized
as "Shared gain on well." s 846,000 $ 570,000 $ 1,216,000

References:
Col [A]: Company Schedeule B~2
Col [B]: Col [C] Col [A]
Col [C]: Explanation below. Testimony - MEM.

'1

2
3
4
5
6
7
8
9

10
11
12
13
14
15 Explanation of Adjustment:
16 Agreement signed 02/G5/2005 with Fountain Hills Sanitation District to take Wells 8 & 9 out of service due to
17 possible contamination from sewage treatment facility in exchange for $1 ,520.000. Proceeds to be allocated 180% to ratepay
18 because the wells were fully depreciated, thus the original cost had been paid by the depreciation included in roles throughout
19 the 30 year useful life assigned, which expired in 2001 and 2002.~ To be amortized over 10 years.
KG
21
22
23
24
25
i s

Original Amount of settlement proceeds.
2G05 amortization
2005 amodizatioro

s 1,520,000
(152,000)
(152,000)

Test yearend balance $ 1 ,216,000



CHAPARRAL cry WATER COMPANY, IN.
Docket No. w-02113A-G7~0551
Test Year Ended December 31, 2006

Schedule MEM - 5

RATEBASE ADJUSTMENT #1 - Adjustrnerit torecognize the Well Settlement Proceedsas a regulatory liability
mat is dtocated100 percent to the ratepayers and subjectot.a ten yearamortization period.

Line
No.

[A]
COMPANY
PROPOSED

£81
STAFF

ADJUSTMENTS

[Cl
STAFF

RECOMMENDEDnEscR1pTI<85;
Well settlement proceeds misdnaracterized
as "Shared gain on well." $ 545.000 s 570,000 s 1,216,000

References:
Col [A]: Corhpahy Schedeule B-2
Col [B]: Col [C] - Col [Al
Col [C]: Explanation below. Testimony - MEM.

1

2
3
4
5
6
7
8
9

10
11
12
13
14
15 Explanation of Adjustment:
LG Agreement signed 02/05/2005 with Fountain Hllls Sanitation District: to take Wells a & 9 out of service due to
17 possible contamination from sewage treatment facility in exchange for $1 _520.000. proceeds to be allocated 100% to ratepay
18 because the wells were fully depreciated, thus the original cost had been paid by the depreciation included in rates throughout
19 the 30 year useful life assigned. which expired in 20G1 and 2002.~ To be amortized over 10 years.
20
21
22
23
24
25
25

Original Amount of settlement proceeds.
2005 amortization
2006 amortization

s 1,520,000
(152» 000)
(152,000)

Test year-end balance .s 1,218,000



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-Qz113A-07-0s51
Test Year Ended December 31. 2006

Schedule MEM-6

RATE BASE ADJUSTMENTS #2 - Reclassify additional CAP Allocation purchased that is an
lntangilba asset In the form of a water right.

Line
Na. DESCRlPTIQN

[As
COMPANY
PROPOSED

£81
STAFF

ADJUSTMENTS

[CI
STAFF

RECOMMENDED

Deferred Regulator Assets s 1,280,000 $ (1,2B0.0D0 S

References:
Col [A]: Company Sdredeule B-1
col (Bl: Cut [c] - Col [A]
Col III: Testimony - MEM.

Exnlarration of Staff Adiustrrrent
Staff has determined that approximately50% of the additions! CAP Allocation of 1,931 acre feet al waler purchased in 2087 .will
be used and useful by 2812. The oorrtractvuith CAWCD and CAP for water deliveries is we years with renewal provisions so
the purchase has the czharacierislics of an intangible asset similar to water rights associated was land. Given its attributes, this
purchase should not be treated as having a value whiz is consumed over time and benefits future periods. The purpose of this
adjustment is to reclassify the cost of the CAP Allocation to NARUC Account #4303, Land and Land Rights.

1

2
3
4
5
e
7
a
g

10

11
12
13
14
15
i s
17
18
19

NOTE; This adjustment also applies to the RCN sdledules.



CHAPARRAL CITY WA7ER COMPANY. ac.
Dcdsex No. W-D2'!13A-07-0551
Taszyear Ended Duoember31,zoos

SGhedul8 MEM-7

RATE BASE ADJUSTMENT n - Reduce Ger enl Oflica pllf\4f°r dsalinwui Mun Ind lncrnsa
eur-factor allocation m 4%.

181 III ID! [El

M C T

RISE. QE$cR1p11ot~:
Gsneful nftee plantvacation

Totals

[A]
COMPANY

As

EILEQ
751,171
751,171

LINE

no;
1
2

a

. s1AFr=
AQJLISTMENT
s 124.299
s 124,299

STAFF
REQQMMENDEQ

B'/5,459
B75.489s

[As CompanySd1eduls B-2. Pegs J and BE. Page! and belowLina28. Cnlunll C.
[st Teawnony-mEm and Nalowcamauons and une41, column e.

:ct CGI [Bl 4 Cd III

P g (  m a
SmeauIe oz, Pans a

15.452
m u m
5.892813

(915)
547.382

14,268,755
552,719
405.643

41161
249,261
185,581

1~n¢¢=nun
Fadrlf

o twrw
»#~1Iocation

528
34.955

158.278

mm
27.201

4sa.a27
17,742
1a,021

130
8,001
5,315

a w %
3.2156
3.21%
3.21.94
121 *
3.21%
3.21%
5.21%
3.21%
3.21%
3.21%
32196

23,488,978 7511171

sum
A4¢» unen1A

Anmunn
Fame

(420_Q¢0)

Pu Eldin
same-ua a~2. Pug.:

14452
1.oen.nr
a,ln:_a1s

(913)
a47.:az

14.24-rss
852.715
44554:

4_os1
z4s,a1
1854581

(8241541

874.001)

A4u=<w for
Anaaucaa

1a_452
ssa,2a7

5.502.813

c m )
27,128

14.2eB.7a
279,718
40554;

4,oa1
z49,261
155.551

Sm!
n m m m a m a

4.08% Asa
4.40% 28.769
4.00% 232.11:
4,0D% (37)
4.80% 1.985
4.BU% 570,751
4.00% 11,148
4Joo>s 1e.z2s
4.aass 162
4.08% 9.97.0
4.00% e.ezz
4.09%

23,400,978 (1,514,255) 21,888,723 875889

151,171Al uddnlllflled

Sh!LB'8d{u8h!1enNBil1¢r\1Gs8G8I1el¥l0l'HuuPlan( 124v299

42maoo
820,254
2?4,n01

1,514.255

Mn Auuln.
V!hldea Found byShfHn b! lmvmdern

Fmewnaur-2u04

mnnaiexs5 -2904

FEM Ewudiivn-ZW4

Ann MDXZDO1

menu Qx4

Auausuwm-2oo5

M=Qull¥id

anarzoo-4

8/1312804

8n342004

111212002

12/11/2902

nerzoos

s

s

s

s

s

s

s

Price

45,889 P"lr MEN OR7.5

4o,oaa Pu MEN DR7.5

ao_1Bs Par MEM DR 75

38,319 Far MEN DR7.5

50,077 P¢r MEM DR7.5

59,143 Pp! MEM DR 7.5

ow.

5.988

5,253

5.351

1o.u5s

13,140

a.sso

mies?

4
s
5
7
a
9 Explanation of Staff Adjustment

1o AxQr1gindyF9e@t:
11
12 Hnm» o1nmpl=n:An¢¢¢¢4
13 Sm olglniznuon
14 302. Fra¢1a1a»camnaoa1a» \m~1gsb\¢p1aln
15 ;04 Suua.n\s&lrnplwun\nh
18 311 ElecuicPumpingEq\.llpment
17 Asa OH\erF(sld&llBuEql monl
18 348 0fH=lF1lf!1l*¢#\&54JIP*1\Bf¥
19 341 T4nn:pof\adonEq¢ipmarN
20 343 Toah.ShiplGarlglEql§ p11na1t
21 344 Llb¢ra1o¢yEQ.:{p4ne11t
22 345 FowurOpal:1nuEquipmsrn
a MG Cnnw\unlu8on Equ4ment
24 MntlEelnw
25

pa
27
pa
29 Holn|omaFlamAllouhd
39 261 QuanUvian
31 ala FfaiwdwanConuna0u=s1n:anqlz=1¢p1am
32 304 S8um1tls&lmploven¢\ln
33 311 EemicF\xlwnqEquwnein
34 339 ou1¢rp1w¢&ma=¢.Eq\1pm=m
35 340 O1MlFurl iM\&Eqdpmenl
ah 341 TlanlpozMur\EqWpmem
37 343 rw .m » =G=fw~Eu=f» n1=m
as w Lnnomenyequfpmem
as 345 Pawn-tlvssabdsqulpmem
40 346 Camnundmonequipmnnn
41 nmaeluw
42
43
44
45
i s
47IElmlRefnu¥!dfl§mGen¢fuIOfH¢Pl§mln$MA¢hllunBI't
48 Cpug148iggl~l»l¢l-ggAu¢l¢.€0¢l-lpl!(!6ln1gg5»lg-lu;l "PI¢bl!wQCVV¢_
49 Walnrlln1BQemil'kPIBI18-Cumplnludh199B.Hu! lppi lBWCCWC.
so Lmuyv¢1aau-nemuuunuwuw.
51
.52
as
54 NU\!: Cunmlianflsd1edJlsdGOPli'1lls57579l8ssi1u184eE&nqhAWR'sGLaifl.md2h9dhy1h¢Col11981y= Nuexonsirmawi8scyswmdnnihv~¢uga1amudmwu1m
ss

ss
57
as
59
ea
e l
Hz
BE
BE
ET
as
81
BB
e t
vo
71
72
n
74

2744001



CHAPARRAL CITY WATER COMPANY, INC.
nockez No. W-02113A-07'0551
Test Year Ended December31, 2006

Schedule MEM~8
Page 1 of 3

RATE BASE ADJUSTMENT #4 . MCCUMULATED DEPRECIATIQN

[E]

UNE
N O

1
2
3
4
5
a
7

Do$QRlPTlON
General office plant allocadbn

Totals

[A] [8] [C] 101
COMPANY

AS STAFF STAFF TOTAL OF STAFF STAFF
FILED AOJUSTMENT A ADJUSTMENT B ADJUSTMENTS RECOMMENDED

s 15,877,922 s 84,561 s 2,116,511 s g2_0a1,9s01 13.B45,B72
__s. _1s,s77,022. g 84,561 s 2.118511 s  . .  gz,oa1_a5o) s 13,845.9.72

[A]:Company Schedule B-2, Page 3 and B-3, Pages and below Line 63, Column c.
[BIZ Testimony - MEM and blow calculationsand Line98. Column E
[C]: Testimony - MEN and blow aaiculadbns and line 175, Column E.
rm: Col la] + Col [c]
[E]: Testimony - MEM

CCWC Plant own

Par Exp. Sch.

357,981
573

183,252

879.458
2,a04.4s4
1 ,9ss,014
T,1S4,728
1 ,eso,1s4

990,763
235,514

4

135,962
45,958
50.636

A

34.980
25

De§cl'iption
Organization
Franchisers
Land and Land Rights
Structures a Improvements
Collecting s. impounding Reservoirs
Lakes, Riirers, Other Intake:
Wells and Springs
Inliltradun Galleries and Tunnels
Supply Mains
Power Generation Equipment
Pumping Equipment
Water Trsatinent Plant
Distribution Reservoirs & Standpipes
Transmlsskm at Distribution Mains
Services
Meters & Meter Installation
Hydrunta
Backfiuw Prevention Devices
Other Plant & Misc. EquipmeM
Oftiea Fumitxnn a. Equipmarrt
Transportation Equipment
Stores Equipment
Tools, Ship & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miacallananus Equipment
Other Tangible Plant

883
31,999

a
g

l a
11
12
1:  Acc t
14 ugh
15 301
16 302
17 303
18 304
19 sos
pa a s
21 307
22 a la
23. 309
24 310

25 311
pa 320
Z7 330
28 331
29 333
30 aa4
31 335
32 336
33 339
34 34a
35 341
36 adz
37 a la
as 344
39 345
40 346
41 347
42 348
43
44
45
45
47
pa
49 Gnu

Rounding
Total ccwc Plant Accumulated Depreciation Per Exhibit Schedule B-2. Page ea.

15,473,832
2

15,47a.as4

Per EJd1ibii
$chedule 8-4-A

:,o46
211,595

2,354v430

Allocation
Factor Allocation

98
5,792

15,577

3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
321%
321%
3.21%
8.21%
3.21%

-

so ao1
51 302
52 304
so 311
54 ass
55 340
56 341
57 343
so 344
5B 345
60 348
BI Total

52
as

rel Ot11co Plant Allocated -Acc um Dope CCN

Organization
Franchise Coat and Other lnangibla Plant
Structures .& Improvements
Electric: Pumping Equipment
OMer Plant A Misc. Equipment
GfHas Fumituro 8. Equipment
Trnnsporiation Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Oparatsd Equipment
Communication Equipment

GO Acc um. Dept. - Exp. Sch. B-2. Pg 4, Line 33.

182,569
8.564.547

552,718
192.488

4.062
249,257
155,581

122550,374

s.21a
278,135
17,742
8.179

150
a.o01
s,a1s

403,188

Total Accumulated Depreciation Per Exhibit. Schsdula B-2. Page 1, Lina 8. 15,a77.c22
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CHAPARRAL CITY WATER COMPANY. INC.
Docket No. w-0z113A-07-Q551
Test Year Ended December 31, 200B

Schedule MEMO
Pagez of 3

Per E>d1ibit
Sch. B»2. Pane 4

3.046
211 ,596

2,354,430

Ahocalion
Factor

Origlnat
Aliocaiion

98
6,792

75,571

3.21%
3.21%
3.21%
3.21%
3.21%
321%
3.21%
3.21%
3.21%
3.21 vo
3.21%

Sr

162.569
8,554,547

552.718
192,488

4062
249.257
1é 5.se1

12550_374

s,21s
278,135
17,742
e,11s

130
a,no1
s.:a15

403,188

Per Exhibit
Schedule B-2, Pa

3,045
211,596

2,354,439

s o :
A§1us_hpent A

(3 ,646)
(1s3,aaa)

Adjusted far
Allocation

Allocaikm
Factor

start
Recommended

57,708
2,3541436

z,soe
94.177

an

152,559
8,554,547

552.718
192,488

4,ns2
249,257
185,551

12.560574

(156,019)

(43.$G7)

4.00%
4.00%
4;0U%
4.60%
4. 00%
4. 00%
4.08%
4.00%
4.00%
4.00%
4.oc=x.

(366,820)

(3,450)
8,564,647

509,0$1
182.488

4.062
249.257
1B5,5St

12.1g3.754

As oragsnan 6188 .
Add the rounding dlfllexsnce required M agree \rii'h U16 Exhibit
Scoff Adjustment A k> Increaser General Of¢1ca Plant Accumulated deprnciatidn Ia Coeur B, above

(138)
346,586
20,362
7,700

162
9,970
s_s22

4 4 3 i
403,188

2
s4,.5s1

Annum Dept
3,046 PerUR MEM 7.4 s.7.5

153,888
155,019
431867

365,620
Data

Acquired Price
Acc um.
Dear.Vehicles Found by Staff lo be I

Ford Exnlorsr- 2004

Infinity GX35 - 2004

a/2a/zoo4 45,539

B/13/2004

s,eaa

5.253

Ford Expedition - 2004

Acura MDX2001

8/13/2004

s

s

s

s

5,351

10,055

13,140

SO E x p l a n a t i o n  o f  S t a f f  A d i u s t r n e n t  A
as As Originally Flledz:
as
57 Homo Of f ice Plant  Accumulated  Dsprsc iat lon
.so S m Organization
so 302 Franchise Cos! and Otherlntangible Plant
70 304 Structures a. Improvements
71 511 Electric Pumping Equipment
72 33.9 Other Plant & Misc. Equipment
73 340 Of lice Furniture & Equipment
TO 341 TransparlaticnEquipment
75 343 Tools, Ship 8. Garage Equipment
76 344 Laboratory Equipment
77 345 Power Opettitad Equipment
78 346 Communication Equipment
kg

80
81
B2
.83 Hama Of f lc l P lant  Accumulated  Depnaclnt lnn
84 a m Organization
as see Franchise Cost and Other Intangible Plant
BE 304 Structures s. lrnpmvernents
87 311 Electric Pumping Equipment
88 339 Other Plant & Misc. Equipment
89 340 Office Furniture & Equipment
911 341 Tmnsportadon Equipment
91 343 Tools, Ship & Garage Equipment
92 344 Laboramfy EqUipment

so 345 Power Operaaea Equipment
94 346 Communitztion Equipment
95

as
97
98

99
100 Items Removed from Ganerel Office Plantalmeumulatsd Depredation In Stat? Adjustment Ac
101 CRC Valuation Inappropriate accumulated depreciation tar intangible
1o2 CPUC Management Audit - Cornplelted in 1995. thus not aapliaahla Tb CCWC.
103 Wa5erManagemant Plans - Completed in 1998, Chua not applicable tn CCWC..
WE Luxury Vehicles - Detail listed below.
105

106
107
w s
109
.110
111
112
N a
114
115
11s
117
118
118
120
121

Irtfinili QX4

Audi SO Avant - 2005

11/21/:coz

12111/2002

7/6f2GD5

s

s

s

4D1039

441,785

38,319

50,077

59.143

274.001 s

3,aso

43,557



CHAPAR RAL ciTy WATER COMPANY, INC.
Bockst No. w-02113A-GT-0551
TeslYear Ended Dacember 31, 2006

Schmiula MEM~8
Page a of 3

ao4 Sufi adjusunant Io Structures and addition to mum de.pr based on half-year eonve
Q 9 8

11.590
see

12,185

Aecurn Dear
(183)
596
403

3D Fully depredated Cost d We! #B per response to DR MEM~7.3
SD? Fully depredated Cost of Well #9 per response tn DR MEM-7.3
307 Engine Well

Sub19tal

s 49,329
54,139

3845
1D€,B1G

s 491329
54,139
s,a4a

106,515

311 Staff adjustment to pumping equipment and addition b acc um dept based onharf-y
Subtotal

25,083
26.883

f1;aao)
(1,530)

320 CAP plan: #1 4988 .
320 CAP Plant #1 Treatment Equipment1987
320 CAP Plant #1 - Treatment EquiprneM1889
ago CAP Plant #1 - Treatment Equipment 19889

Subtotal

1,326,562
258v612
397,339

4.4o9_
2,010,922

1,320,552
2as,s12
397,339

4,4o9
z.e1o.e2z

sos calleding Ana Impounding Reservoir:
to? Walls and Springs (zsn hp sub.)
311 Pumping Equipment (250 hp sub. In 1896 Loss Fire hydrant in 1996 and DIP in zoo
320 Water Treatment Equipment (Water Treatment Study In 2094) `
330 Distribution Reservoirs and Standpipes (Waiar Services in 1996 and mains in zoos
331 Transmission and Distribution Mains (18' main in zoos and hr Blvd main in 2006)
333 Services (Water Services in 1986 lass Coltvernnce Room Table and Chairs In 1993
334 Meters and Mater Installation (Meter installation in 1978 less service line in 1994)
335 Hydrants (Fire hydrant in 1995 and DIP in 2905)
340 Office Furniture and Equipment(Conlel1an::e Room Table and Chairs 'm 1993)
ans Land and Land Rights (AIC #348 for RCN)

{S,54B)

(es.622>
55.254
34,062

(1 ,65B,272)
1,502,420

105.409
11 .1 so
53,352

1 ,a14
(34,062)

(1,801)
(18,727)
24,434
2,908

(164,719)
4s,451
30253
1s_154
10.940

sos
(8,487)

Q 0

sos Other Plant a Misc, Equip.
347 Miscellaneous Equipment

108,542
(106,542)

31,889
(31 .8B9)

s 2,156,007 s 2.118_511

Summary of sun AdjuatnoN B
Plant Additions - Linn 132.

Lina 141
(193)

(1 .Sam
(1,823)

122 Exnlanatian of Staff  Adjustment B
123 Expianallan of Adjustment:
124 Agreement signed ozrtns/znos with Fountain Hills Sanitation District in take Wells a &9 out art service and retire other
125 Plant idenflfied by Staff as not being used and ussiul. Also IN redasslfy plant and accumulateddepredaden.
126
1 2 7  m a
128 .Ll8 Descrinlion
129 .
130 304 Well No. 9 - Install exhaust fan
181 Sublctal
132
133
134
135
135
137
1:ss
139
140
141
142
143
144
145
146
147
148
149
1st
151
152
153
154
155
156
157
158
159
Leo
1e1
1B2

163
1B4
1a5
156
157
168
189
170
111
172

Plant Redramsnts - Line 133
Lino 138
Llne 14a

Structures and lmpmwemcrzls
Pumping equipment

Subinial of Additions
Structures and lmpluvsmena
Wells he! Springs
Water Treatment Equipment

Subfntal d Retirement:
Totail mluctlon in Column c above

596
106,818

2,010,922
21118,334

2.-ll!5~_5J.L



CHAPARRAL CITY WATERCCMPANY, INC.
Dog<et No. W-D2113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-9

RATE BASE ADJUSTMENT #5 - Eliminate Working capita: Elements

LINE
no

12
3

DESCRIPTION
Unamortized Debt Issuance Costs
Prepayments
Materials and Supplies

IA]
COMPANY
PROPOSED

$

[B]
STAFF

ADJUSTMENTS
s

[Cl
STAFF

RECOMM ENDED
$ .

5

424,010
192,485
14,521

631.016 I s

(424,010)
(192,485)
(14,521)

(831,016)
$
$

References:
Col [A]: Company Schedeule B-2
Col [B]: Col [C] - Col [A]
Col {C]: MEM Testimony



CHAPARRAL CITY WATER COMPANY, INC.
Docket NO_ w-02113A-07-0551
Test Year Ended December 31, 2006

Schedule mEm-10

RATE BASE ADJUSTMENT #6 - Capitalize Outside Services Expenses

LINE ACCT
no, no. DESCRIPTION

304 Structures and Improvements
311 Electric Pumping Equipment

TOTAL

[A]
COMPANY
PROPOSED
$ -
5 -

IB] [C]
STAFF STAFF

ADJUSTMENTS RECOMMENDED
s 11,590 s 11,590
s 2s.0a4 s 26.084
s 37,674 s 37,574

References:
Col [A]: Company Schedeule B-2
Col [B]: Col [C] - Col [A]
Col [C]: MEM Testimony

PLANT COSTS REMOVED
Acct_ No.
304-Strud & Imprvmnts
304-Strud & Imprvmnts
304-Struct 8= Imprvmnts

FROM OUTSIDE SERWCES (MEM 8.1 )
Description
New irrigation installation
Installation of 30' x 6' fencing w/pane
Professional survey for new fence tin

Total for Structures and Improvements

$
s
s
s

Amount
2,500
4,375
4,715

11 ,690

1

2
3

4

5

6

7

8
9

10

11
12

13

14
15
16

17
18

19

20

21

22

23

24
25

311 - Elec Pumping Equip

311 - Elem Pumping Equip

311 - Elec Pumping Equip

Recondition motor $
Removal 8. repair of pump $
Removal & repair of motor and pump $

Total for Electric Pumping Equipment $

7,448
5,513

13,123
2e,0a4

Total expensed plant s 37,674__



CHAPARRAL CITY WATER COMPANY, INC.
Dackei ND- w-02118A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-11

RATEBASE ADJUSTMENT #7 Retire Wells#B and #9 and OtherPlant that Is not used and useful.
Also reclassify plant Inc more appropriate NARUC accountcategories.

[A]
COMPANY
PROPOSED

s
s
$
s
s
s
s
s
s
s
s
s
s
s
s
s
s s

IB] [Cl
STAFF STAFF

ADJUSTMENT RECOMMENDED
s (see) s (ass)
s (106,816) s (105,816)

(2,D10,922) $ (2,010,922)
(6,548) s (6,548)

(55,622) s (85,522)
55,254 5 55.254
34,062 s 34,062

(1,85B,272) s (1,s5a,212)
1,502,420 s 1,s02_420

106,409 s 105,409
11,193 s 11.193
53,352 s 53,352
1.814 s 1.814

(34,062) s (a4.062)
10e_542 s 105,542

(106,542) s (108,542)
(2,118,334}.

s
9.93

48,329
54.139
3.348

106v816
1 ,320.5G2

2B8,B12
397,339

4,4o9
2,010,922

596

Acazm DQDr
s 49,329

54,139
3.348

108.515
1,320,552

288,812
397,339

4,409
2.010 ,922

596

(6,548)
(65,522)
55,254
34,052

(1 ,858,272)
1 ,502,420

106,409
11,193
53,352
1,814

(34,0B2l

(1,801)
(18,727)
24,434
2,908

(104,710)
46,451
30,253
16.154
10,94a

585
(8,487)

¢

339
347

Other Plant a Misc. Equip. 106,542
(108,542)

31 ,Asa
(31 ,889)

UNE ACCT
NO_. no. DESCRIPTION

1 304 Structures and Improvements
2 307 Wells and Springs
3 320 Water Treatment Equipment
4 305 Collecting and Impounding Reservoirs
5 307 Wells and Springs
e 311 Pumping Equipment
7 320 Water Treatment Equipment
8 330 Distribution Reservoirs and Standpipes
9 331 Transmission Ana Distribution Mains

10 333 Services
11 334 Meters and Meter Installation
12 :sos Hydrants
13 340 Gfflce Furniture and Equipment
14 303 Land and Land Rights (NC #ala [gr RCN)
15 339 Other Plant a. Misc. Equip.
15 M7 Miscellaneous Equipment
17 TOTAL

1a
1 g
20
21 References:
22 Col [AL: Company Schedeule B-2
23 Col [B]: Col [C] - Col [A]
24 Col [C]: MEM Testimony
25
2B Explanation of Adjustment:
27 Agreement signeN 02/05/2005 with Fountain Hllls Sanitation District to lake Wells B &9 out of service and retire other
28 Plant identified by Staff as not being used and useful. Also to reclassify plant and acc-urnulated depreciation.
29
an A¢cz.
31 Description
32 207 Fully depreciated Cost of Well #B per response lo DR mEM-7.3
33 307 Fully depredated Cost of Well #9 per response to DR MEM-7.3
34 307 Englne Well
as Subwnal
as 320 CAP Plant#1 1988
37 320 CAP Plant #1 Q Treatment Equipment 1987
38 a20 CAP Plant #1 0 Treatment Equipment 1.989
39 320 CAP Plant#1 Treatment Equipment 19889
40 Sublnlal
41 304 Well No. s - Install exhaust fan
42
43 305 Collecting and Impounding Reservoirs
44 307 Wells and Springs (250 hp sub.)
45 311 Pumping Equipment (250 hp sub. In 1996LessFire hydrant in 1990 and DIP In
46 320 Water Treatment Equipment (Water Treatment Study in 2004)
47 330 DiStribution Reservoirs and Standpipes (Water Services in 1996 and mains in 21
48 aa1 Transmission and Distribution Mains(16"main Ir 2005 and Rh Blvd main in 2001
49 333 Services (Waler Services In 1996 less Conference Room Table and Chairs in 11
50 .334 Meters and Meter installation (Meter installation In 1973 less sewlce line in 199-
51 335 Hydrants (Fire hydrant In 1998 aM DIP in 2005)
52 340 OfEoe Furniture and Equipment (Conference Room Table and Chairs in1993)
so 303 Land and Land Rights (AIC #348 for RCN)
54
55
55
57
58

59
s 2,118,334

$_[2,118.§34»).

s 2,118,384



CHAPARRAL ClTYWATER COMPANY, INC.
Docket No. W~02'i "I3A~07-0551
Test Year Ended December 31, 2G06

Schedule MEM RCN -1

RATE BASE 1 RECONSTRUCTION COST NEW

(B)

LINE
n o ,

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

Adj.
No.

.  (C)
STAFF

AS
ADJUSTED

$

$

80,816,104
25,894,686
54,921,418

(2,337,sa4) 2. 3, 5 s
(2,506,970) 4

169,386 S

78,478,520
23,387,716
551090,804

s $ s

$9,441,352

104231,760 s

9,441,352

101231,769

819,845 $

925,896

819x845

925,896

646,000 570,000 1 1,216.000

5

5

5

424,010

192,485

14,521

1,280,000

(424,010)

(192,485)

(14,521)

(1,280,000) 2

1 Plant in Service
2 Less: Accumulated Depreciation
3 Net Plant in Service
4
5 Less:
S

7 Contributions in Aid of Construction (GIAC)
8 Less: Accumulated Amortization
9 Net GIAC

10
11 Advances in Aid of Construction (AIAC)
12
13 Customer Meter Deposits
14
15 Deferred income Tax Credits
16
17 Shared Gain on Well
18
19 ADD:
20
21 Unamortized Debt Issuance Costs
22
23 Prepayments
24
25 Materials and Supplies
26
27 Deferred Regulatory Assets
28
29 Working Capital
30
31
32
33
34
35 References:
36 Column (A), Company Schedule B-3
37 Column (B): Schedule MEM RCN-2
38 Column (C): Column (A) + Column (B)

$ 34,767,581

in

at

$ (2,311,630) $ 32,455,951
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QHAPARRAL CITY WATER C9MPANY.INC.
Dcdtql Ho. W-02113A-07-0551
Test YearEnda4 Decambef 31. 2068 Schedule MEN RCN4

RCN RATE BASE ADJUSTMENT #3 -» nauuu General Office plant allocation For dlsallawed items and Increase
four-ractar allocation to 4%.

[Bl [UI

UNE
MQ.

1
2
a

DESCRIPTIGN
Generalof hue Pam all°¢=t5¢n @RCN

Teals

[A]
COMPANY

AS
E L L !

992,128
992.128

STAFF sr.=.FF
ADJUSTMENT RECOMMENDED
s 174.953 1,167,091
s 1 7 -w a s  s 1.167.991

IA): Company Seheduie B-a, Page 3 and B-4 ad Wow Line 27, Column c.
{BI:TasEmony- MEM and braw calaaladuala and ume pa. Cahuizn E.
[D]; Cd [514 CGI [Cl

Nloeatiézn
Factor

s 321%
8.21 %
3.21 %
811 es
3.21 ea
3.21%
311 v.
3.21 'Ii
321 as
321 %
s.21ee
S1156

RCN Par
E1¢1b£lSd1edde

B-4-A
172.003
16,452

917.234
9379.730

(1 _5&0)
1 , m5 . m

w a m m 7
808,575
s e a m
15.358

634.172
2M,B18

30,907,420s

RUN
Original

Allbcalion
5.521

sea
2s;44:s

301.089
(W)

33.878
551 .742
19,471
21.292

baa
zo,3s1
8,372

. 992.128

s o *
Aulutmem

Aloaason
Fame

s

(420,000)

(1,G15,146)

(zssnwm

4.00%
4.oo%
490%
4.0016
4.00%
4-.0056
4.0oss
a m %
4.00%
4.90%
-Loose
4.00%

RCN Per
Ezdibil Sdwdwe

B-4-A
172.008

16,452
917.234

9.379.739
(1 -880)

1,uss.4ua
11.1aa.237

8084575
eeszea
15,a5a

834,172
2eu,e1a

30,807,420s (1,T301148)

Adxuded l°r
Miucalion

1.72.008
16,452

487234.
9.379.739

(1_ae0)
40.257

17,188227
311513
eea.29a

15.z5a
834,172
280,818

29,177222

Sus
Reeommanau

a.aao
Asa

19,889
375,189

UP)
1816

BB7.529
1z,4sa
28.532

e14
25,367
so.4aa

1.157,091
992.128Aa 9f\QlnBll1lled

sun Adjustmanttnlnczuase General Ofllca plant
COS!
RCN

420.006
1 .01s,14a

295,002
1.730.148

174,99

GCN
429.000
a20254
274,0b1

1.514.255

RCN pg
Exhibit Sd1edl.le

B--4--A

48.815

4
s
8
7
8
9

l a
11 Exulana6on of Stat? Ad[ushnant
12 As Odgindly Fa::
13
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15 808  La i d
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EXECUTIVE SUMlVIARY
CHAPARRAL CITY WATER COMPANY, INC.

DOCKET no. W-02113.A-07-0551

Chaparral City Water Company, inc. ("Chaparral City" or "Company") is an Arizona-
based corporation that provides water utility service to the Town of Fountain Hills which is
located along the eastern city limits of Scottsdale Maricopa County. The Company
served approximately 13,500 customers during the test year ended December 31, 2006. The
Company's current rates were approved in Decision No.68176,dated September 30, 2005, and
became effective on October 1, 2005. Chaparral City"s sole shareholder is American States
Water Company, which is publicly traded on the New York Stock Exchange.

The Company proposes rates that would produce operating revenue of $10,515,017 and
operating income of $2,681,268 for a 9.32 percent rate of return on a fair value rate base
("FVRB") of $28,768,975. The Company's proposal would increase annual operating revenues
by $3,068,317, or 41.20 percent, over test year revenues of $7,446,700. Under the Company's
proposed rates, the average residential %-inch meter customer consuming 8,450 gallons per
month would experience an $11.79, or 36.41 percent, increase iNhjs/her monthly bill from
$32.37 to $44.16.

Staff recommends total annual operating revenue of $9,181,965 and operating income of
$2,055,831 for a 7.60 percent rate of return on a FVRB of $27,050,414. Staff"'s recommended
revenue represents an increase of $1,'735,265, or 23.30 percent, over test year revenues of
$7,446,700. Under StarT's recommended rates, the average residential %-'men meter customer
consuming 8,450 gallons per month would experience a. $4.09, or 12.63 percent, increase
his/her monthly billfrom $32.37 to $36.46.

Staffs recommended rates would have a residential 3/4-inch meter customer consuming
the median usage of 5,500 gallons per month paying $27;85, or $2.91 more than the current
$24.94 for a 11.67 percent increase. By comparison, a residential 3/4-inch meter customer
consuming the medianusage of 5,500 gallons per month under the Company's proposed rates
would be billed $34.03, or $9.09 more tfnaln the current $24.94 for a 36.43 percent increase.

in



Direct Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 1

1 INTRODUCTION

2

3

Q-

A

4

5

Please state your name, occupation, and business address.

My name is Marvin E. Millsap. I am a Public Utilities Alltalyst IV employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("St8ft")- My business address is 1200 West Washington street, P110*=41iJl, Arizona 85007.

6

7 Q~

8 A.

9

10

11

Briefly describe your responsibilities as 'a Public Utilities Analyst Iv.

In my capacity as a Public Utilities Analyst W, I analyze and examine accounting,

Financial, statistical and other inforrnattion and prepare reports based on my analyses that

present Staff's recommendations to the Commission on utility revenue requirements, rate

design and other matters.

12

13 Q- Please describe your educational background and professional experience

14

15

16

17

18

19

20

21

22

23

24

25

26

A. In 1991,  I received a Masters degree 'm Business Admiruistrraition, with a major in

management. My studies included courses in economics, finance, research, information

systems, entrepreneurship and marketing. In 1970, I graduated Nom Arizona State

University, receivinga Bachelor of Science degree in Accounting. I am a Certified Public

Accountant licensed to practice Public Accounting with the Arizona State Board of

Accountancy. I have previously been licensed to practice Public Accounting with the

Kansas and South Carolina State Boards of Accountancy. In addition, I am a Cerdied

Government Financial  Manager ("CGFM") as designated by the Association of

Government Accountants ("AGA"). I have attended various seminars and classes on such

subjects as accounting, auditing, f iinarncial reporting, management of people and

organizations, taxation, financing of water and wastewater systems and utility regulatory

issues sponsored by the National Association of Regulatory Utility Commissioners',

American Institute of Certified Public Accountants and the AGA. I aM a member of the
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1

2

3

American Institute of Cemdiied Public Accountants and the Association of Government

Accountants. I have also attained the designations of "Competent Communicator" and

"Competent Leader" with Toastrnasteis, International.

4

5

6

7

8

9

10

11

12

13

14

15

I joined the Commission as a Public Utilities Analyst in October of 2007. Previously, I

was employed by the Kansas Corporation Commission licet May 1993 to May 1997, as a

Managing Regulatory Utility Auditor and the Arizona Cocrporation Commission Erolnn

November 1989 through May 1993, Erst as a Utilities Auditor and subsequently as a Rate

Analyst and Senior Rate Analyst. In May 1997, began working as a Senior Auditor with

the Federal Communications Commission in Washington, DC, and subsequently became a

Public Utilities Specialist with the Western Area Power Adrniznislration in PhoenNr where I

worked in Power Marketing Md Purchased power contrast management. Most recently I

worked for the U. S. State Department in Charleston, SC, as a Post Allotment Accountant

and assisted with training of the Budget and Finance Stab' at several Embassies in Europe,

Africa and Souilm America.

16

17

18

19

20

21

22

23

24

25

Prior to accepting State regulatory positions, I was employed with national and local

Certified Public Accounting tirnns for approximately 12 years parfomuiing financial and

opaatiomal audits, as well as providing tax and accounting services. Additionally, I was

involved with municipal electric, natural gas, water and waste water utility system operations

and accounting for approximately 8 years at the City of Mesa and the Town of Wickenburg,

Arizona. My eurpaience includes berg Chief Financial Officer of a. construction company

and a real estate development company, as well as managing commercial and residential

construction projects. I have also been a Business Law instructor for the Lainnbers CPA

Review Course.
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1

2

Q.

A.

3

4

5

Have you previously testified as an expert witness?

Yes. I have Uestiied before the Kansas Corporation Comnmission'in several electric and gas

utility' rate cases, and regarding telecommunications issues. In addition, I have testified

before the Arizona Corporation Commission. I have also tested as inexpert witness before

the Interstate Commerce Commission.

6

7 Q-

8

9

10

11

12

13

14

Wheat is the scope of your tatimony in this case?

I am presenting Staff's analysis and recommendations regarding Chaparral city Water

Company,  Inc. 's ("CCW C," "Chaparral  Ci ty" or "Company") appl icat ion for a

determination of the current fair value of its utility plant and property and a permanent rate

increase. I am presenting testimony. and schedules addressing rate base, operating

revenues and expenses, revenue requirement, and rate design. Staff witness Mr. Pedro M.

Chases is presenting StatE's cost of  capital and capital 'structure analysis Ana

recomrnendaltions. Mr. Marlin Scott, Jr. is presenting Staff's engineerkxg analysis and

15 recornmeudadons.

16

17 Q.

18 A.

19

.20

21

22

A.

What is the basis of your testimony in this case?

I performed a regulatory audit of the Company's application and records. The regulatory

audit consisted of examining and testing financial information, accounting records, and

other supporting documentation and verifying that the accounting principles applied were

in accordance with the Comrnisdon adopted National Association of Regulatory Util ity

Commissioners ( " N A R U C " ) Uniform System of Accounts ("USOA").
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BACKGROUND

Q. Would you please provide the background of this application?

A. Chaparral City is an Arizona-based corporation that provides water utility service to the

Town of Fountain Hills which is located dong the eastern city liruits of Scottsdale within

Maricopa County. The Company served approximately 13,500 customers during the test

year ended Deccnuba 31, 2006. This Companyis last full rate case resulted in Decision

No. 68176, dated Septcmcber 30, 2005, which became effective on October 1, 2005. An

Appeal and Remand case resulted 'm Decision No. 70441, dated July 17, 2008, which

granted CCWC $12,143 in additional revenues. Chaparral City's sole shareholder is

American States Water Company, which is publicly traded on the New York Stock

Exchange.

On September 26, 2007, Chaparral City Filed an application requesting determination of

the current fair value of its utility plant and property and a permanent rate increase. On

October 26, 2007, Stalff filed a letter declaring the application sufficient and classifying

the Company as a Class A utility.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q, Please summarize the Company's filing.

A. The Company proposes rates that would produce operating revenue of $10,515,017 and

operating income of $2,681,268 for a 9.32 percent rate of return on a fair value rate base

("FVR.B") of $28,'/68,975. The Company's proposal would increase annual operating

revenues by $3,068,311 or 41.20 percent, over test year revenues of $7,446,700. I t

should be noted that $32,536 in adjustments to plant in service per Decision No. 68176

had to be added to original cost rate base ("OCRB") and FVRB because this amount did

not get carried forward Nom Exhibit Schedule B-2, Page 30, where it was included in the
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1

2

3

4

5

beginning balance from the Decision, to Exhibit Schedule B-2, Page 1. Exhibit Schedule

B-2, Page I develops the Company's OCRB that is reflected in Exhibit Schedule B-I,

Page 1, which also develops the Company's FVRB. FVRB then flows through to Exhibit

Schedule A-1, Page 1, where it is used to calculate the gross revenue requirement. The

Company acknowledged the omission of the $32,536.

6

7

8

9

10

Q-

11

Please summarize Staffs recommendations.

Staff recommends total annual operating revenue of $9,181,965 and operating income of

$2,055,831 for a 7.60 percent fair valle rate of return on a FVRB of $27,050,414. Staff's

recommended revenue represents an increase of $1,735,265, or 23.30 percent, over test

year revenues of $7,446,700.
4

12

Q. Please summarize the rate base recommendations and adjustments addressed in13

14

15

16

17

18

19

20

21

22

23

your testimony.

My testimony addresses the following issues:

24

25

26

A.

A.

Shared GM on Wil l - This adjustment increases the unamortized portion ($646,000) of

the settlement proceeds by $570,000. The settlement proceeds received Hom Fountain

Hills Sanitation District for discontinuing the use of Wells 8 and 9 ("Wells"), which are

fully depreciated, have been characterized as a gain on the sale of property. However,

close examination of the transaction indicates that no transfer of property occurred, The

Company proposed an equal sharing with the ratepayers and a ten-year amortization In

Sta&i's opinion, the transaction is not a sale, so a 50 - 50 sharing is not appropriate. Thus

the entire settlement proceeds should be recognized in such a way as to benefit ratepayers

and amortize the proceeds over a ten-year period beginning in 2005. This acljustxnent is

the same for OCRB and the reconstruction cost rate base ("RCRB").
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1

2

3

4

5

6

Deferred Remllatow Assets - This adjustment decreases deferred regulatory assets related

to OCRB by $1,280,000 and the RCRB by $1,280,000 This adjustment removes the

Company's pro forma adjustment that added the cost of the additional Central Arizona

Project ("CAP") allocation acquired in 2007. Staff recommends reclassifying the cost of

the additional CAP allocation as a water right in Land and Land Rights due to its attribute

of existing into perpetuity.

7

8

9

10

11

12

13

General Ofice Plant Allocation - This adjustment increases the General Otlice plant

allocation OCRB by $124,299 and RCRB by $174,963. Thais adjustment removes a

portion of the Company's pro forma adjustment for General Office ("GO") plant relating

to studies mandated by the California Public Utilities Commission or California Statutes

and made before- the acquisition of CCWC, thus benefiting Ody California operations.

This adjustment also removes the cost of luxury vehicles Nom GO plant. This adjustment

also reflects an increase &om 3.21% to 4.0% in the allocation percentage used to allocate

GO plant.

14

15

16

17

18

19

20

21

22

23

24

Accumulated Depreciation - This adjustment increases Accumulated Depreciation related

to the GO plant allocation percentage. CCWC plant accumulated depreciation is reduced

due to the retirement of plant and increased for the capitalization of plant items that had

been expensed in error for a net decrease of $2,03l,950. This adjustment decreases

Accumulated Depreciation related to the RCRB by $2,506,970. This adjustment reflects

the difference between StatE's and the Conlpany's calculation of RCND Accumulated

Depreciation and the additions and retirements of CCWC plant and the changes related to

GO plant mentioned above.

25
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1

2

Elimination of Worldng Capital Ctgrnzaonents - This adjustment decreases Unamortized

Debt Issuance Costs, Prepayments and Materials and Supplies Inventory related to OCRB

by $424,010, $192,485 and $14,521, respectively. These items are normally considered

4

5

6

7

8

working capital ccfmponents. This adjustment decreases these items as related to the

RCRB by $424,010, $192,485 and $14,521, respectively. The Company has not requested

a cash worldng capital allowance and did not submit a lead/lag study to determine what

allowance should be made for cash worildng capital, so including other components of

working capital inratebase is inappropriate.

9

10

11

12

13

Capitalize. Outside Services Expenses .- This adjustment increases plant-in-service by

$37,673 to reclassify test year expenditures that had been included in operating expenses.

It was determined that these purchases would benefit more that one accounting period and,

thus, should be capitalized and depreciated ratably over their estimated useful lives.

14

15

16

17

18

19

20

I

3

Retire Wells and Other Plant Not-In-Use - This adjustment. reduces plant-in-service by

$2,118,334 to remove plant items which are not used and usethl. Among these items are

Wells and a water treatment facility. For RCRB purposes these two OCRB adjustments

have been combined, along with the CAP allocation purchase, into one adjustment that

also incorporates the retirements and reclassifications discussed in Marlin Scott, Jr.'s

testimony.
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1 Q- Please summarize the operating income recommendations and adjustments

2 addressedinyourtestimony.

My testimony addresses the following issues:3

4

5

6

Well Settlement Proceeds- This adjustment increases the Company's negative expense by

a negative S76,000, to a negative $152,000. This adjustment reflects recognition of the

allocation of one hundred percent of the proceeds 'firm the settlement with Fountain Hills

Sanitation District for removing two wells Eom service to ratepayers, not providing a

replacement Well and amortizing the proceeds over ten years.

'7

8

9

10

11 Purchased Water - This adjustment decreases expenses by $20,306. This adjustment

accounts for known and measurable changes in rates from the Central Arizona Project and

Central Arizona Groundwater Replenishment District ("CAGRD") and the expenses

related to the additional CAP water allotment that is fifty-percent used and useful.

12

13

14

15

16

17

18

19

20

21

22

Depreciation Expense - This adjustment decreases expenses by $86,188 to reflect the

retirement of plant, capitalization of plant items expensed in the test year, increase in the

GO plant allocation &om 3.21 percent to 4.0 percent and application of StarT's composite

depreciation rate to contributions in aid of construction ("CIAC").

2

24

3

A.

Miscellaneous Expense - This adjustment increases expenses by $38,164 to reflect an

increase in the GO expense allocation from 3.74 percent to 4.0 percent, and removes $950

of lobbying costs included in membership dues paid during the test year for a net increase

of$37» 214.
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RATE BASE ADJUSTMENT #1 - Adjustment to recognize the Well Settlement Proceeds as a regulatory liability
that is allocated 100 percent to the ratepayers and subject at a ten year amortization period.

Line
No.

[A]
COMPANY
PROPOSED

331
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDEDDESCRIPTION
Well settlement proceeds mischaracterized
as "Shared gain on well." s 646,000 $ 570.000 s 1,216,000

References ,
Col [A]: Company Schedeule B-2
Col [B]: Col [C] - Col [A]
Col [C}: Explanation below. Testimony - MEM.

1
2
3
4
5
6
7
s
9

10
11
12
13
14
15 Explanation of Ad§ustment
16 Agreement signed 02/05/2005 with Fountain Hills Sanitation District to take Wells 8 & 9 out of service due to
17 possible ooniamination from sewage treatment facility in exchange for $1,520.000. Proceeds to be allocated 100% to ratepay
18 because the wells were fully depreciated, thus the original cost had been paid by the depreciation Included in rates throughout
19 the 30 year useful life assigned. which expired in 2001 and 2002: To be amortized over 10 years.
20
21
22
23
24
25
26

Original Amount of settlement proceeds.
2005 amortization
2006 amortization

$ 1,520,000
(152,000)
(152,ow)

Test yearend balance s 1,216,000
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RATE BASE ADJUSTMENT #1 - Adjustment to recognize the Well Settlement Proceeds as a regulatory liability
that is allocated 100 percent to the ratepayers and subject Ota ten year amortization period.

Line
No. DESCRIPTION

Weil settlement proceeds mlsd\aracten:':ed
as 'Shared gain on well."

[A]
COMPANY
PROPOSED

[8]
STAFF

ADJUSTMENTS

[Cl
STAFF

RECOMMENDED

s 545.000 s 570,000 s 1,216.000

References:
Col [A}: Company Schedeule B-2
Col [811 Col [C] - Col [AL
Col [C]' Explanation below. Testimony - MEM.

1

2
3
4
5
S
7
8
9

10
11
12
13
14
15 Explanation of Adjustment
i s Agreement signed 02/05/2005 with Fountain Hills Sanitation District to take Wells a & 9 out of service due to
17 possible contamination from sewage treatment facility in exchange for $1 ,520.000. Proceeds to be allocated 100% to ralepay
18 because the wells were fully depreciated. thus the original cost had been paid by the depreciation included in rates throughout
19 the 30 year useful life assigned, which expired in 2001 and 2002.~ To be amortized over 10 years.
20
21
22
23
24
25
26

Original Amount of settlement proceeds.
2005 amortization
2006 amortization

$ 1,520,000
(152,000)
(152,000)

Test yearend balance .s 1.218,000
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Schedule naE»a-a

RATE BASE ADJUSTMENTS #2 - Reclassify additional CAP Allocation purchased that is an
intangilbe asset in the form of a water right.

Line
No. DESCRIPTION

IAN
COMPANY
PROPOSED

(Bl
STAFF

ADJUSTMENTS

[ q
STAFF

RECOMMENDED

Deferred Regulatory Assets s 1,280,000 5 (1_280.000 s

References:
Col [A}: Company Sdxedeule B-1
CoI {B]: Cut [C] - Col [A]
Col [Cir Testimony - MEM.

Explanation of Staff  Adiustrnent
Staff has determined that approximately 5D% of the additional CAP Allocation of 1,931 acre feet of water purchased In 2007 will
be used and useful by 2012, The oorrtrar:l.wih CAWCD and CAP for water deliveries is 100 years with renewal provisions so
the purdzase has the dlaraderislics of an intangible asset similar lo water rights associated with land. GiVen its attributes. this
purchase should not be treated as having a value whkzh Is consumed over time and benefits futile periods. The purpose of this
adjustment is to reclassify the cost of the CAP Allocation to NARUC Account #303, Land and Land Rights.

1
2
3
4
5
e
7
a
g

10

11
12
13
14
15
16
17
18
19

NOTE: This adjustment also applies to the RCN schedules,
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Schedule MEM-7

RATE BASE ADJUSTMENT so - Raniuce Ger enl Ofella glam far dulhwhd ham: Ind lncxnsa
feua'4actor allocakiun lb45L

181 [C] :Do [E]

M U
HQ. QESCRIFTION

Geneculamen plantallocation
Tdlals

LNE
MQ

1
2
s
4
s
e
1
e

s
s

[AI
COMPANY

AS

EILEQ
751,171
751.171

STAFF
Anausmarn
s 124.299
s 124,299

STAFF
RECOMMENDED

B75_459
B75.469s

[A;Compa1xy.sd1edu1aB-2.Pe9s3an4 BE,Fage3 andbe|owunsm,Cnk1nr\C.
(8]:Tes&nony -MENah¢belawaalaAauonnndu\147, ColumnE
m w @ I ~ ¢ d t u

Plc Emma
Sdledulu B~2. P3-D1 3

1s;452
1,naa.2:7
5.892,813

(915)
547.3&

I4_258.755
652.719
405.643

4_ns1
249,251
1ss,se1

.

Fadlif
321%
32156
3.21%
3.21%
311*
3.215%
3.21*
s.z1ss
3.21%
5.21%
3.21%
3.21%

Olidnal
Anamuan

sos
u,se5

1wwo
we

27.201
458,027
17,74
1Jm1

#W
s,w1
5,:15

23.400_s1e 751,171

SM!
Adj=auneenA

Ad1u=¢» =<1 t o r

Alioeaiiun

Allocaudun

F B d B r

(429-0110)

4.08%
4.00%
4.00%
4.011%
4.00%

Par an: .
seuane B-2.Fl!!! a

14452
m u m
i.aqz.»1a

(915)
a41.aaz

14161.-rss
s e a m
465.543

4_os1
z4qza1
135;581

mzolzsz)

274.13911

1s.4sz
esu.:za1

5.502.813

(915)
27.12B

14;uss,7es
27B,71B
405.643

4,os1
249161
155.581

4.58%

emu
RBc¢mm¢l1d!d

B58
28.759

232.113

(37)
1.oa5

570.751
11,149
18.226

162
s,s1c
6.822

4,008%
4.00f=~
4.uoss
4.00%
4.60%
4.00%

23,406,978 f'1 ,5141558 21 ,seam avs,469

151,111Al nddniil lilad

s¢a1rAqum\enmunaeeseseuamoiaeaplean 124,299

nzmuoo

B20254
274,001

1,514,255

vegan Found bysunnyBa lmgnmafn

F0¢4E¢iOlW-20M

1l\ilWG)G5-2004

Ford Emaxuan -zoa4

Ame! MDXZOUI

ln§nIH eau

Auasuwnt-:uns

O MB

A»=<=»u=a

zvzefzoa

813/2804

811312004

11412002

12/wzoaa

nwzoos

s

s

s

s

s

s

s

Amm
tn-pf.

5,988

5_253

5.351

10.055

13,140

a,eeo

43,ss7

9 Exnlanafion of sun Adjustment
w As oaginaxuy Find:
t r
12 MomlOlHu plan Macated
13 301 auganuauon
14 am. FrBrld1hBCo&&ndOU1urlrtlm1db!Q pm-n
15 304 SuumJIvs&lrnp1ovsmlns
18 an EIewic Fumpil1g Equipmert
11 339 OH1urPIaM&Misn Equipment
la :40 anu£unduu¢8»E¢Hp111¢m
19 341 Tranzspartaltion Eqzipnouud
to 343 Tuna_shipaGarug¢ Eq;dp1\1u1t
21 344 Leunraemysqmpmem
22 845 FnvuurOpa4amd Equlpmsm
n 346 Cornnurduwn Eauiamant
24 NnlnEalmar
25
pa
27
25 .
29 Homl0frlelplantAl\oar!ld
so am OuwnWdion
31 Paz Fl=i\d1il8C0&in4OW1Brllmn§hI&PIanf
32 ao4 Suuenuusalmptuvemmm
33 an Eed1icPunpirlgEqul¢meix¢
34 339 O0:erF1mN&Msn Equpmem
as ago Omuflnnlunaequapmem
36 341 Tlwwpa¢ta8on Equipmmu
37 343 Tw.waG@1w~Eqw¢n1~m
38 344 Llnonagury Equipment
39 345 Fovler0l:e¢aled Equipment
40 346 Camnuawlwion Eqnlpmanl
41 nu¢¢a=l<=w
42
43
44
45
i s
47 l&iln¢RemuvBdfl9¢yiGene¢ilON¢PI8l1!lnSmA41ulunlrii:
48 Cpuc|ns|1agema1tAm1|&-cunsptmadln 1sas.nu¢=n°u=pa¢u1¢mccvvc.
49 ww-ua:1=g¢mantFviafzs-ccmpwsshxassmanaappnmulnnuccwc
5D Lwulv Vd1idBs - new nmubelea.
51
52
as
54 Nuts: eunmlwnfssdaeaumafeop1znas7a7al¢=¢ma\u\anul\qhAwn'aGLaanushnunyuncompany. nuemmmmawuialqsmman¢1a1vuugmav~14auruu=m.
55
as
57
so
59
ea
at
62
83
64
BE
as
et
so
Go
AD
71
72
vs
74

P

45.639 Ppr MEN DR7.5

4o,aas FN* man DR7.5

441785 Par MEN DR 7,5

38,319 Par MEN DR7.5

50.077 Par MENDR7_5

59,143 Per MEM DR7.5

z74,m1 s
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Schedule MEM-8
Page 1 of 3

rum; BASE AnJusmEt4Ta4-ACCIJMULATED n£pRsc1Anon

[Al
COMPANY

[Bl [C] [0] EE]

0E$QRIPT¥ON
Generalol§csplantallocation

TgQI5
s
s

AS STAFF STAFF TOTAL OF STAFF STAFF
FILED ADNSTMENT A ADJUSTMENT 8 ADJUSTMENTS RECOMMENDED
15,877,022 s 841551 s 2,118,511 s (2,031,950) 13,B45.972

¢  1877.922 s 84,561 s 2,1'\§1511 s (2,031,950) s 13,845,072

[A]: Gornpany Schedule B-2, Page 3 and B-3, Page a and below Line 53, Column C.
(Bl:Testimony MEM and blow calculations and Lina 99, Column E.
[C]° Testimony - MEN and bdonv calculations and line 175, Column E.
[D]:Col [B] + Col [C]
[E]: Tea;imony - MEM

ccwc Plant OCN
Annum. Oepr.
PerExh. sch.
BE Page ad

vo

In

357,981
573

1a3.252
u

879.455
2.304.464
1 ,998.014.
7,154,728
1 .ee0.7s4

980.763
235.514

4

135.962
45,958
60.636

4

s4_9so
25

Dewribtion
Organization
Franchises
Land and Land Rights
Structures s. improvements
Cclisctinn a impounding Reservoir:
Lakes, RiVers Other lnlakas
Wells and Springs
Infiltration Galleries and Tunnels
Suvvlv Mains
Power Generation Equipment
Pumping Equiprnsnt
Water Tnaath-sent Plant
Distribution Reservoirs & standpipes
Transmission 8» Distribution Mains
Services
Meters 81 Meter Inatallatian
Hydrants
Backiiow Prevention Devices
Other Plant & Misc. Equipment
Oflics Fumituna a Equipment
Transportation Equipment
Store: Equipment
Tools_ Ship a Garage Equipment
Lahdralory Equipment
Power Operated Equipment
Communication Equipment
Miecnllaneous Equipment
Other Tangible Plant

B83
31,899

Rounding
Total ccwc Plant Accumulated Depreciation Per Exhibit Schedule B-2. Page 34.

15.47:s,es2
2

15,473,884

PUT Eldxibk
$chedule 8-4-<4

a,o4s
211 ,sos

2.a54,430

Allocation
Factor Allocation

CB
5,792

15,577

3.21%
8.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%
3.21%

-

LINE

NQ*
1
2

a
4
5
5
7
a
9
10
11
12
1: Acct
14 g o
15 a01
15 302
17 303
18 304
19 305

20 306
21 au?
22 308
23 309
24 346

25 311
ZS 320
21 330
pa 331
29 333
30 334
31 335
32 336
33 339
34 340
35 341
as 342
37 343
ea 344
39 345
pa 245
41 347
42 348
43
44
45
46
47
48
49 Gene

so 301
51 302
52 304
53 311
54 339
55 ago
56 341
57 343
58 344
as 345
so ans
B1 Total

BE
as

rel Otlice Plant Allocated -Acc um DeerOCN
Organization
Franchise Cost and OtherIntangible Plant
Structures & lmpnovernents
Elecuir;pumping Equipment
Other Plant & Misc. Equipment
Oftizz Furniture & Equipment
Transportation Equipment
Tools. Shop 8. Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment

GO ilccum. Dear. - Exh. Sch. B-2. Pg 4. Line as.

182,569
a_ss4_s47

552,718
192,488

4.oez
249,257
165,581

12,550,374

s_z1a
278,135
17,742
8.179

130
a,oo1
s,:s15

403,188

Total Accumulated DepreciationPer Exhibit Schedule B-2.Page 1, Line e. 15,877,022



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, zoos

Schedule MEM~8
Page 2 of 3

Per Exhibit
Sch. B-2. Page 4

3.046
211 ,see

2,354,430

Allocation
Facer

Original
Allacaltion

98
6,792

75.577

3.21%
3.21%
3.21%
3.21%
3.21%
321%
3.21%
8.21%
3.21%
3.21%
a.21%

¢
152.569

8,664,647
552,718
182,488

4_oa2
249,257
1é s,se1

12,580,374

5,21a
278.135
17.742
e,17s

130
a..oo1
5,315

4oa,1 BB

Per Exhibit
Schedule B-2, Pa

m e
211,596

2,354,438

son
Adjustment A

(3 ,04s)
(1531888)

Adjusted far
Allocation

Allocation
Factor

Sh!!
Recommended

57,708
2.354,430

2,:soa
94,177

-

1sz,sss
8,654,641

552,718
192,488

4,052
249,257
185,551

12.560374

(165,019)

(431567)

4.00%
4.00%
4;GU%
4.011%
4.00%
4.00%
4 .00%
4.00%
4.om%
4.00%
4.M%

(368.620l

(3.450)
5,864,647

sos.o.s1
192.488

4.062
249,257
185,561

12.191754

AS original tiled
Add the rounding difference rsqulrvd to agree with me Exhibit
Stiff Adlusi1nent A b increase General Ofllco Plant Aceumulaisd dsplvciaddn to Colon B, above

(138)
348,586
20,362
7,7o1

162
9.970
S822

487,759

403;1a8
2

s4,ss1

Annum Dear
3,046 per DR MEM 7.4 s. 7.5

153,888
165,019
4a.ee7

555,620
Data

Aawired Price
Aocum.
Dear,Vehicles Found by Sniff lo be I

Ford EJ¢|o|tr- 2004

mania Gxzs - 2o04

3/25/2004

8/13/2004

Ford Expedition - 2004

ll\C'UI'B MDX 2001

8/1 WDM

s

s

s

11/21/2092 s

mania axe 12/11/21102

TI6IZGQ5

soExplanation of S88 Adjustment A
85 As Originally Filed:
as
SO Home Dfiica Plant Accumulated Depreciation
so am Organization
as to: Franchise Cost and Other intangible Plan!
70 ao4 Stuciures & Improvements
71 a n Eedrlc Pumping Equipment
72 :sos Other Plant a Misc. Equipment
73 340 Office Furniture a Equipment
74 341 Transportation Equipment
75 343 Tools, Ship & Garage Equipment
76 344 Laboratory Equipment
77 345 Power Operitad Equipment
78 346 Communication Equipment
7g
80
81
82
83 Horns Omen Plant Accumulated Depnclatian
84 301 Organization
as :oz Franchise Cost and Other Intangible Plant
BE a04 Stmqures & Improvements
87 a n Electric Pumping Equipment
88 :as Other Plant & Mlac. Equipment
as ago Office FumiMra & Equipment
so 341 Transportation Equipment
91 343. Thais, Ship & Garage Equipment
so a44 Laboratory Equipment
so :ws Purer Operated Equipment
94 345 Cernrnunicadon Equipment
as

98
97
ea

99
100 Items Removed from General Office Plantiiiaaimuleisd Depreciation In sen Adjustment fu
101 CRC Valuation - Inappropriate 808l-lmulehad depledaiicn far inanglble
102 CPUC Management Audit- CompleMed in 1995, thus not aapliealzie he CCWC.
103 Watermanagemont Plans - Comnlstad in 199B, thus rpt applicable toCCwC.
164 Luxury Vehicles - Data!! lll§ed blow.
ws
we
107
108
109
110
111
112
113
114
115
11s
117
N a
119
120
121

Audi SO Avant - zoos

5,958

5.253

5,351

10,055

13,140

a,aao _

AS ssh

s

s

s

45,539

401039

4o,7ss

38,319

sc,o71

59.143

274,001 S



CHAPARRAL CKTY WATER COMPANY, INC.
Bucket No. W-02113A-0T-0551
Text Year Ended December 31, 2006

Schedule MEM-8
Page 3 of s

122 Explanation of Staff Adjustment B
Explanation of Adjustment
Agreement signed 02/G5/2005 with Fountain Hills Sanitation District so take Wells a 84 9 out of service and retire other
Plant identified by sos as not being used and useful. Also m redasalfy plant and accumulated depreciallorl.

w e
M
:my
304

Descridlion
St~afI nd}usunent lo Structures and addition m locum dept based on ha}f~year eonve
Well No. s - Install eadwust fan
Subtcial

E9§1
11.590

sos
1z,1ss

Acc um Dear
(193)
ass
403

12a
124
125
126
127
12B
129
130
'Y311
132
w s
134
135
135
137

397 Fully depreciated Cos! of We! #8 per responser in DR MEM-7,3
307 Fully depruciatsd Cost d Well #9 per response an DR MEM-7.3
307 Engine Well

suowtas

s 49,329
54.139

3,348
1 os_a15

$ 49,329
54,139

a,a4a
108,816

Staff adjustment to pumping equipment and addition an acc um dept based on hatf-y
Subtotal

25,083
26,083

(1,B3D)
(1,530)

320
320
320
320

CAP Plant #1 1988
GAP Plant #1 - Treatment Equipment1987
CAP Plant #1 - Treatment Equipment 1889
CAP Plant #1 - Treatment Equipment 19889
Subsea¢al

1,320,582
2BB,812
397,339

4.409
2.o1n,szz

1.324552
2aa*a1z
397,339

4_4os
2.010.s22

320
330
331
333
334
335
346
Aus

(5,545)
(ss,s22)
55254
34,082

11,e5a,272)
1.s02,420

1DB,409
11,1 so
53,352

1,a14
(34,052)

(1,B01)
(18,727)
24,434

2_9pa
(164,719)

45,451
ac zs a
is, 154
10,940

sos
(B,4B7)

138 311
139
140
141
142
143
144
145
14a
147 sas Collecting and impounding Resswoirs
14a 307 Wells and Spdngs (250 hp sub.)
149 311 Pumping Equipment (250 hp sub. In 1996 Less Fire hydmntln 1996 and DIP in 200

Water TaeaUnent Equipment (Water Treatment Sandy in 2004) `
Distribution Reservoirs and Standpipes Maier Services in 1996 and mains in zoos
Transmission and Distribution Mains (LB' main in zoos and Rh Blvd main in 2006)
Sswiees (Water Services in 1996 less Conference Room Table and Chairs in 1993
Meters and Meier lnstalladon (Meter installation in 1973 less SBrv'ICB Ile in 1994)
Hydrants (Fire hydrant in 1998 ind DIP in 2005)
Office Furniture and Equipment(Conl*e1vence Room Table and Chairs in 1993)
Land and Land Rights (NC #348 for RCN)

339
347

9

Gthsr PlaM & Misc. Equip.
Mlscelianeous Equipment

10s,s42
(198.542)

51,BB9
(31,889)

U

s 2,155.007 s 3-119» §1L.

Summary of sun Adjustment B
Plant Additions Ume 132

Lino 141

1 s t
151
152
153
1 s t
155
156
157
158
159
16D
161
162

153
164
Las
156
157
Is a
189
170
171
172

Plant Retirement; - Line 133
Una 138
Line 148

Siructurns and !mpnwomenls
Pumping equipment

$ub?atal of Additions
Structures and Improvement:
Wells and Springs
Water Treatment Equipment

Subtpial of Retirement:
Total reduction Ia Column c abvavn

(183)
(mesa)
(nas a l

596
1ne,a1s

2,010,922
21118,334
2,119.511



CHJPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A~07-0551
Test Year Ended December31, 2006

Schedule MEM-9

RATE BASE ADJUSTMENT #5 - Eliminate Working Capful Elements

LINE
n o

12

3

DESCRIPTION
Unamortized Debt issuance Costs
Prepayments
Materials and Supplies

IA]
CGMPANY
PROPOSED

s

[B] [C]
STAFF STAFF

ADJUSTMENTS RECOMMENDED
$ (424,010) s

(192,455)
(14,521)__ s

(631,016) s
References:
Col IA]: Company Schedeule B-2
Col [B]; Col [CI Col [A]
Col {C]: MEM Testimony

424,010
192,485
14,521

631.016 | .8



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-18

RATE BASE ADJUSTMENT % - Capitalize Outside Services Expenses

LINE
no_.

ACCT
n o . DESCRIPTION

304 Structures and Improvements
311 Electric Pumping Equipment

TOTAL

[A]
COMPANY
PROPOSED
$
$

I s

[BI [C]
STAFF STAFF

ADJUSTMENTS RECOMMENDED
s 11,590 $ 11,590
s 2a,0a4_ s 26.0a4
s 37,674 $ 37,574

References:
Col [A]: Company Schedeule B-2

Col [B]: Col [C] - Col [A]
Col [C]: MEM Testimony

PLANT cosTs REMOVED
And. No.
304-struci & lmprvmnts
304-Strud & lmpwmnts
304-Strud 8= Imprvmnts

FROM OUTSIDE SERWGES (MEM 8.1 )
Description
New irnlgation installation
Installation of 30' x 6' fencing w/pane
Professional survey for new fence lim

Total for Structures and Improvements

$
$
s
s

Amount
2,soo
4,375.
4,715

11 ,590

1
2
3
4
5
6
7
a
9

10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25

311 - Elec Pumping Equip

311 - Elem Pumping Equip

311 - Elem Pumping Equlip

Recondition motor $
Removal & repair of pump $
Removal & repair of motor and pump $

Total for Electric Pumping Equipment S

7,44a
5,513

13,123
26,084

Total expensed plant s 37,574



CHAPARRAL cry WATER COMPANY, INC.
Docket Na. W-02113A-G7-0551
Test Year Ended December 31, 2005

ScheduleMEM-11

RATE BASE ADJUSTMENT #7 - Retire Wells #a and #9 and Other Plant that is not used and useful.
Also reclassify plant lntn more appropriate NARUC account categories.

[A]
COMP.ANY
PROPOSED

s
s
s
s
s
s
$
S

4

.

[Cl
. sTAI=F
RECOMMENDED

s (596)
s (106.818s
s (2,010,922)
s (6,548)
s (65,822)
s 55.254
s 34,062
s (1,658.272)
s 1,502,420
s 106.409
$ 11.193
s 534352
s 1.814
s (34,062)
s 106,542
s (106,542)

s
s
s
s
s
s
$
$
s

IB]
STAFF

ADJUSTMENT
s (596)
S (106,a16)

(2,010.922>

(5-548)
(55,822)
55,254
34,062

(1 ,e5a,272)
1 ,502,420

106,409
11,1 ea
53.352
1.814

(34,062)
106,542
(106542)

(2.118,3341 vs

References:
Col [A}: Company Schedeule B-2
Col pal: cut [c] - cm [A]
Col [C]: MEM Testimony

s
Q93

49,329
54,139
3,348

106,816
1 .3zo,562

288,612
air/,sas

4,409
2,010,922

596

Acc um Deaf
s 49,329

s4,139
. 3,s4a
106.816

1.320.552
288,812
397,339

4,409
2,010,922

596

(5,548)
(65,522)
55.254
s4,os2

(1 .658,27Z)
1 ,502,420

106,409
11,1 as
53,352
1,814

(34,0B2l

(1,B01)
(18,727)
24,434
2,908

(104,710)
46,4s1
30.253
15,154
10,940

585
(6,487)

339
347

106,542
(105,542)

31 ,ala
(31,889)

UNE ACCT
NO_. no. DESCRIPTION

1 804 Structures and Improvements
2 307 Wells and Springs
8 320 Water Treatment Equipment
4 ans Collecting and Impounding Resewolrs
5 307 Wells and Springs
6 311 Pumping Equipment
7 320 Water Treatment Equipment
8 330 Distribution ReservoirsandStandplpes
9 331 Transmission and Distribution Mains

10 333 Services
11 334 Meters and Meter Installation
12 ass Hydlanis
13 ala Office Fumsture and Equipment
14- 303 Land and Land Rights {NC #348 for RCN)
15 339 Other Plant & Misc. Equip.
18 347 Miscellaneous Equipment
17 TOTAL

18
1 g
20
21
22
23
24
25
25 Explanation of Adjustment:
27 Agreement! signed 02/05/2005 with Fountain Hills sanitation District to lake Wells a a 9 out of service and retire other
28 Plant identified by Staff as not being used and useful. Also to redassiiy plant and acaxmulatsd depreciation.
29
to Amt.
31 M , Desuintion
32 307 Fully depreciated Cost Of Well #8 per response in DR MEM-7.3
33 307 Fully depreciated Cost of Well #Q per response to DR MEM-7.3
34 307 Engine Well
35 Subtotal
36 320 CAP Plant#11986
37 320 CAP Plant #1 . Treatment Equipment 1987
38 820 CAP Plant #1 » Treatment Equipment 1.989
39 320 CAP Plant#1 - Treatment Equipment 19889
40 Subtotal
41 304 Well No. 9 - install exhaust fan
42
pa 305 Collecting and lmpaundirlg Reservoirs
4-4 307 Wells and Springs (250 hp sub.)
45 311 Pumping Equipment (250 hp sub. In 1996 Less Hre hydrant in 1998 and DIP In
46 320 Water Treatment Equipment (Water Treatment Study In 2004)
47 330 Distribution Reservoirs and Standpipes (Water Services in 1896 and mains In 21
48 331 Transmission and DlstdhutionMains(16" main in 2005 and Rh Blvd main in zoos
49 Asa Services (Water Services In 1996 less Conference Room Table and Chairs in 1!
50 334 Meters andMeter installation (Meter installation In 1973 Tess service line in 199-
s1 335 Hydrants (Fire hydrant In 1998 and DIP in2005)
52 sao Otiice Furniture and Equlpment (Conference Room Table and Chairs in 1993)
53 303 Land and Land Rights (AIC #348 for RCN)
54
as Other Plant & Misc. Equip.
55
57
58

59
s 2,118,334

s (2,118,334~

s 2.118.334



CHAPARRAL CITYWATER COMPANY, INC.
Docket No. W~021 'I3A~07-0551
Test Year Ended December31, 2006

Schedule MEM RCN -1

RATE BASE - RECONSTRUCTION cosT NEW

(B)

LINE
NO,

fA
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

Adj.
No.

(C)
STAFF

AS
ADJUSTED

s 80,816,104
25,884,686

$ 54,921,418

(2,337,584) 2, 3, 5 $
(2,506,970) 4

169,386 $

78,478,520
23,387,715
55.090,804

s $ $

9,441,352

10,231,760

9,441,362

s 10.,231.760

$

819,845 $

925,896

646,000 570,000 1

819,845

925,896

1,216,000

5

5

5

424,010

192,485

14,521

1,280,000

(424,010)

(192,485)

(14,521)

(1,280,000) 2

4

1 Plant in Service
2 Less: Accumulated Depreciation
3 Net Plant in Service
4
5 LESS:
S.

7 Contributions in Aid of Construction (CIAC)
8 Less: Accumulated Amortization
g Net CIAC

10
11 Advances in Aid of Construction (AIAC)
12
13 Customer Meter Deposits
14
15 Deferred income Tax Credits
16
17 Shared Gain on Well
18
19 ADD:
20
21 Unamortized Debt Issuance Costs
22
23 Prepayments
24
25 Materials and Supplies
26
27 Deferred Regulatory Assets
28
29 Working Capital
30
31
32
33
34
35 References:
36 Column (A), Company Schedule B-3
37 Column (B): Schedule MEM RCN-2
38 Column (C): Column (A) -I- Column (B)

s 34,767,581 $ (2,311,630) $ 32,455,951
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CHAPARRAL CITY WATER COMPANY. INC.
Dndtq! Na. w-02113A-G7-0551
Tee! year EndedOewnuaf 31. 2908

Schedule MEN Rgn_3

RCN RATE BASE ADJUSTMENT #3 - Reducsi General Ofiica plant allocation for dlsallawed items and Inc-an
four-fac4ar allocation m 4%.

181 [Cl

UNE

MCL
1
2
a

DESCRIPTION
General amen plan allomtibn lg RCN

Teals
$ _
s

tAl
CQMPANY

As
£IL8Q

992,128
992,128

STAFF STAFF
4*DJU$TNENT nscounaenuan
s 114.953 1,1s7.0s1

= .. 17+-.99 a 1.181.4
4
5
B
7
s
9

(Al: Company Schedule 84, Page 3 and BE ala below Line 27, Column C.
lB!:Teslimony- MEM an¢ bddw calwlaitiuna and Una pa. Cuhsiul E.
[011 Cd £5] + Cd [CI

.

Faetar

RCN Per
Elzhbll Sdleduls

B-4-A
172,003
16,452

017.234
9979.730

(1 _880)
11M5,4M

17,1a82:37
808,95

15,358
834.172
2BO,B1 a

. s w.w7.4zo

s 321 '95
3.21 as
31196

am Rx
3.21 'as
a.2196

a11 'BG
3.21 as
82159

3.21 %

a.zva4

3.21%

RCN
oagim

Auccauun
5.521

528
29,443

a01 ,ass
(50)

sa,e7a
551.742

19,471
21,zsa

493
2u,3s7

8,372
992.128

RCN Par
Exhibit Schedule

B-4-A
s

mfr
_muaunun

AIocasm
Factor

(420.v<=0l

10
11 Exntanation of S138 All_ustrnent
12 Al o¢1gim;uy Hiedz:
l a
14 Hom! Office Plant Allocated
15 aaa Land
Le 301 Gmaniasian
17 303 Flindlise Cost8nd Other lmangabm Plant
18 304 SUucuuas A. lntpluveanents
19 311 Elastic Pumping Et=dpm° n:
t o sos OOxerF1anl 8. Misc. Equipment
21 340 oflica Ftanltura a Emlnmenl
Hz 341 T¢~anspc¢1a6nn Equipment
23 343 Tculx,Shap&GarBgeEquipn1¢l1t
24 a44 L fw w aw eqw vm efw
; 5 345 Power Opeualed Equipment
28 346 Cuntmunimlion Equipment
27
pa
29
30
31
32 Heme Other Plan! Alloeatad
as :me Lnttd
34 am Organization
35 SEE Flundllle Cost and Oihbrlntanglbla Plan!
38 304 Shuduzua a Improvement:
37 311 Electric Pumping Equipment
38 :rm ow Pam a Mist. Equipment
39 340 Ottlct Fl.D1lih.lrBI»  Equipment
w 341 Trnlnspccidion Equiprnelxt
41 343 Toda. SUP & Garage Eqgipmem
Hz 344 Lahumtusy Equipment
43 a45 PawefGpelatpd Equlpnwgnt
44 348 Conmumication Equipment

(1.015.14e)

(295;uazl

4.00%
4.00%
400%
4.00%
4.00%
4.0096
4.00%
400%
4.mas
4.09%
4.00%
4.00%

s

172.000
15,452

917,234
94379139

(1 .aw
1,055.403

17.18a237
8088575
usages

15,358
834,172
2ea,a1a

3D,B07.420 (1 ,730v148)

A'-*}*14184 for
Allacatton

172.9011
1s_45z

497234.
91379,730

(1-5899
40.29

17_1sa,2a7
311513
853.298

15.358
834.172
260,818

29.177272

a m s
Recommended

8.880
ass

39,889
375.189.

(74)
1 ,am

887.529
12.483
ze.saz

814
25,867
10.433

1 ,1a'r.091
992. 128A:9U*§¥t18lHile4

Stat! Adiuilznnntto lncnasn Gunn: Oflica HaM 174,964

GCN
420.000
a20.254
274,M1

1,514,255

coo
RCN _

420.000
1 ,o1s.~x4a

295,002
1.730.148

Data
RCN Per

amlbn Schedule
8-4-A

48.s1 s

i s
as
47
48
49
50 ll¢lnnsRemovedf?om GenelB\OHlmP1antlnS8f!Ad}\ls8l1&nlAl
51 CPUCM£i18i!H\H1U\IJi(-C¢m9h!Bdh'»1995.Wlusn¢l&pii bWCCW
52 Water Managanwl Plans- Comgletsd h 1998. 111138 not mppleable to CCW
53 Luxuy Velides - Detail Iliad bdnw.
54
55
so
57
CB
59
ea
e l
Hz
as
e t

4a.z4z

42,817

Vll1IdlSF0l.i'ldl7l-3\Ellbb¢llIlII'l.l¢llll

FuYdE2llllul'!r-20041

l!llllllG§@5-W04

Fuuapuaan-zuc4

A».=nmuxznu1

ll'IEdliO}(4

Aud1 s4Avum-zoos

Aaqulrua

: v ie / z u m

au:s12oo4

an:a.fzno4.

11121/2002

12111141102

ws/zucs

5e,oas

s

s

s

s

s

s

s

m e s s

as
he
87
BB
89
70
71
72
73

l ..L.......

43444



CHAPARRAL CITY WATER COMPANY, INC.
Ucdret Na W~02113A4D7-0551
T951Year Ended Dacsmbef31, 2006

Scheddn MEN Ren-4
Page 1 of a

Rcnu RATE BASE AnJusTua4T #4 . Accutau\.ATsn NE:=m:Anou

[Bl

STAFF

[q (El

past¢upnOn
RCN Aciazrnulaled Déprudation

Ttiizls

:As
cow-pAny

AS
EILEQ

2s.a94,eaa
25,894,888

113,818
113,818

STAFF TOTALOF STAFF STAFF
Ar>;1l§'rmn~rrn AQ,lust1wEm's szeqqmmexpzn
s a.s2o.vam s r2,50G;97a; 8,387,715
s r2.e20,7891 s r2.sos,s7ol s 23,387,716

LINE

H i
1
2

a
4
5
e
7
s

9
10
11
12
13
141 Ind.

[A]: Cqurpany Sdledule B-2, B-3 and BE and below Line as, Calufm E.
[B]: Tastimeny - MEM and below mlwkions and Lina 145, Cbllnm E.
[Ck Testimony - MEM and below caiuaimlinna and Linn 193, CahunnE.
II: cot [B] -r Cal {c]

(El: Col [Al + Col (Bl. and line 199. Cdwnn E

Qesgiplion

GCWC prank OCN ccwc pm-u DCN
Annum.Dbpr. Assam Dear.
PerEgg. Sc". Par EM. Sch.
B-2 Peas ea B 4

n m o f n c x b RCN
Oliqinll}Ca§ Am1n.Dopf.
Par Exp. Six. BE Par Exh. Sm a~4

¢

357.961
573

a7s_1 as 1.2942 486.820

18,252 54.332 2.7353 150.255

a7a4as
2,304,464
1_ass,o14
T,1541728
1,080.1a

990.763
235.514

a:\4_457
2aae,:4o7
1.431.815
7,1oa;ss7
1  . m u m
1,aa2.1as

246,174

2.0976
1.2B41
1.5902
1.a2s2
m s es
1.4609
1.8716

1,1so.aea
2695.725
2,276,817

12,893,987
1 ,s41,m
1,507,582

450.745

135,ss2
4s,8a
ea,sas

282,340
ss.7u2

140.17s

1.0554
1.2925
12385

277.127
ae.215

173,753

43.635 13105 57.ia7

883
31 ,ass

zs.eos 37,440

15 Ng,
i s am cigaiiimsan
17 see Fr8ndisss
i s  303 Ln lw dind L loyd w e
19 304 Shudzuus A inipnavaménls
20 305 Cnlleding 8 Irnpaundinq Reaarwhs
21 306 Lakes, Rival, Oth: lmduas
22 307 Walls and Springs
23 BGB lnfiltrdion Galleries and Tuwisla
24 309 Supply Main;
25 aw Power Genaialinn Equipment
i s 311 Fgimping Equipment
27 ala Walef Tleahnent Plan!
CB 330 Dlsuibulion Reservoirs a Stanapipas
2B a n Taannmilslan 8»  nm-xnutiun Mdm
t o ala Sewicss
31 aa4 m ew s Metal Installation
32 ahs Hyaams
so :sos Bad¢Iow Pfllvwiltvn onions
34 ass Omar plan: a Misc. r==t-1il=-=-w
35 340 Qfhce Fumllus a Equipment
35 341 Tranupodation Equipment
37 342 Sloru Equipment
38 343 Tools, Ship & Gang, Equipment
:is 344 Labolawry Equipmern
40 345 Pvwlf Opefarad EquipmeM
41 248 Comniuxiation Equipment
42 s47 r.1i=¢el\a:\=o=» = Equipment
43 348 001sf Tanq1Hs Plant sos

14,946,757

1.4612

when
44
i s
46
47

. nuunasng
w e  c c w c  p m  A m w a a a a  D lp lu d a i i o n

15_473_8'32
2

15.473534 14,945,157

839
24,502,155

1121
z4.s02.14a.

Per Exhihi!
Schedule B-4-A

Aibeaiion
Fader

G. O. RCN
Jwoam. Dear.

as
6.792

121154

a,u4e
211,595

2,354,430

3.21 as
321%
3.21%
3.21%
3.21%
3.2156
3.21 *
3.21%
3_21*
: u m
a.z1 Sc

pa Rsklo d RCN lb
49 Qrlgirud Cad Par
50 Gauatll OMen pure Allecausd - Asylum Dlvf OCN A l l s u n , .Ftp Ag.. B;-4-A

51 301 Oruurfwim8tiun as 119000
so :see Franchise Cos! Ana Omar ;mgl\g;bl¢ Plan! 6.792 1_ggqq
53 304 Structuuna a lmmaruvssnants 75,577 1;e1s4
so .811 5¢441: Pumping equinfnem - m u o n
as ala Owe: Plant a Miss Equipment s_z1a 11455
as ago Othos Fumzmaequipmem 278,135 11a4s
57 so Ttainqacnadou Equipment 17.142 1 .oahu
55 343 Tools, Shop & Geauga Equipment 6,179 1.6352
as 244 uuamury aquipmM son 3.7818
so s45 Power Opafalad Equipment s,0o1 2.5442
so 345 CammunicaNon Equlpunent 5.815 1.s7s4
82 Tctil GOAcz8:m.Dopr.-Ezdxsdm B-1 Pg4,Lina33. 4o:+,1ae.
BE 15,877,022
54 Company Pw4m'mn RCN Rats Sass Adiustxnent No. 1 fu' Ktiursnes lzekwnn Genolol Lodger and Depreciation Del nu Sdxadudsm
$5 Trial RCN Aaznmulalsd Depredation Pdf mini 88184019 B-2. P399 1, Line 7 »  To Line 1, COI\l'l¥\ A ghqyg

1s2.sa9
a,as4,s47

552.719
1s2,4as

4.ee2
249,257
185.581

12,560,374

Anauslmen! la
s
s

s.soo
295,043

19.471
1a,104

493
20.357

s,a7z
529,399

25,031.536
ass,1so

25,894,688



CH*a,l:ARRAL cry WATER CEIMPANY, INC.
Dad(e£ Ho. W~G2113A-07-D551
Test Year Ended December31, 2G06

Sdhdull MEM-RCN-4
Page2 of 3

Par aeubin
gm. 8.2. Pass 4

3,045
211,ssa

2_3s4,4:ao

Allocdlian
Fader

Original
Allocation

98
6,792

7s,s77

3.21 *

3.21 %
8.21 *
3.21 as
3.21 as

3.21 %
3.21 ea
3.21 as
321 as
3.21%
3.21 Sc

as Explanatlcn of Staff Adlustment A
67 AS Originally Fillldil
ea

69 Moms Ollica Plant Ancumulatnd Dopinclation
ro am Ofganizalum
71 302 Fmndmisa Cost and Oihsr lnlanglble Plan!
72 304 Stnlnurss s. Improvements

pa 311 Electric Pumping Equlpmelii
74 339 Oll1er Planl a Misc Equipment
75 349 Office Fm1Mwo &.Equiprnorl\
7B 341 Transperlation Eqpipnierlt
77 3 8 Tools, Ship S. Galaga Equipment

78 344 Labovalnry Equipment
79 345 Power Operated Equipmanl
ea 346 Communieelion Eqdpmsnl
BI

82
83

15z569
e.ae4.s47

552,71a
192,458

4,452
2492.57
155,561

12,555,374

5,218
278,135

17.742
s.119

130
a_oo1
s,a1s

4os,1es

BE A=-==1=d far
Allocation

swf
»~4@m»=~ A

(39459
(153.8889

AllaaZlen
F8¢NGI'

4.oc%
4.00-is
4.0q*

PAY Esmhlbit
SdwdulaB~2, Page3

a,o4e
z11,ses

2,354.4:so
s1,70e

2,354,430

(1m,u1a)

(48.6611

(3,450)
s.es4,s47

sos,os1
1s2.4as

4,052
2-9,257
1ss,5s1

12193154

4.00%
4.09%
4. 00%
4.ooss
4,nms
4.e01s
4,00%
4.oaas

1a2_5s9
a,s64,s47

ss2_71a
192.488

4,0e2
249,257
1es,ss\

1?_560,374 (386820)

Aculn Dear
me Per DR MEM7.4 a'/.5

1 so-was
1as,p1s

43,661
asa,a2o

Amir .
Dear.

s,sas

5.262

s,ass

10.055

Vahides Fauna by srafr Eu be Cmnmawf

Ford &QIorer -2004

uvwts was . 2004

Fund awfaum . 2004

Amara MAX zm1

lntlniii QX4

Audi SO Avant . :has

Dain
Aequv-4

cvw zom

B113f2D04

a./1arzoo4

11f21aooQ

1211 uznoz

w6/2005

1 140

a,sao

s

s

s

s

s

s

s

?ii¢:¢

45.839

40.039

4c.1s5

ae.:s19

sa_o*11

59.143

214,001 s 43,361

staff
A4-1» a

Ratio d RCN no
oaginu cm Par
am. Sm. a-4+

su n
lq,mn,~n.,n¢¢¢

a o. RCN
Amen. Dear.

2,308
94,177

2308
1s2,zzs

1.0000
1.0000
1,8164

G.0G00

(138)
348.586
20,352
1,1oo

192
9,910
s.ez2

487.750

11455
1zc4a
1,0974
118352
1781 a
2.5442
15754

(172)
417.497

22345
12.590

814
2s.aes
10,43e

643.211
529.393As Qfiqinnllymad Pu' Erhibu sdweauu B-3,P805 4, Ur-0 37

85 Hnfrn 0Hlicl Flant Accumulated Dcpluciatiofu
a s  a m Ouganlzazion
as 302 Frand1is¢ CUM and Other lmangibla Piano
88  304 SUuduras 8. lmpmvaments
89  311 Elsdric Punminq Equipment
ea 339 omer Plan! s. Min_ EquipanaM
91 340 .0018 Pumlfnre4 Equipment
82 341 TnmapfanaZion Equipuwnl
93 343 Tools. Ship a G=f=a¢ Equip:-neu;
.94 34-4 Lsberalnry Equipment!
95 345 power Operated Equipment
96 346 Ccrnmsl1i¢:ation Equipment
97

Ag
99

100
101
11.12 lieus Reread frumGeneral Oflica PlantAaoJln» .lletad Depzudaiiun ln Sta11Adlus1inuntk
w e CRY Valuation - lnnpnrupfiale aauainulsllad dewadaiien fur inUungibla
104 CPUC Management Alan - Cnmpleisd in 1995, lm nd aaptcahllio CCWC.
m s wammanagamem plans - conwpaeam In wee, thus nm appllmnaa w ccwc.
106 L1-W-W Vdmidn - D¢1a1 Eat nd blow.
107
108
1o9
110
111
112
N a
114
11s
11s
117
11s
119
12o
121
122
123
124
125
12s
127
12B
129 301 Organization
130 302 Frandiile cw 3148913 Intangible PIBI11
131 304 Smnutns 8. lmpmvsneqds
132 311 Electric Pumping Equipment
133 sos Omer Plant s. Misc. Equipmani
134 348 Oiiios Fwnlual9& Equipment
135 341 Tnanspnrration Equipmeun
138 343 Tools, Ship &Gala9e Equipment
137 344 L=:¢¢a1myEqalpm¢nx
138 :ws Power operand Equipmgm
139 she Communlaatlon Equipment
14g
141
142
143
144

S2111 Adju$tmen\A1n RBdui8 G€¢1Bf1l|Oflil:B p1ann°¢=cunulmau deprsdationfordsallowed Hans and luqsaae
¢u» =¢=¢s°nu>apelmL Tollno1.CduuvlB 113,618

4.



caupAnlw. cmrwA'rER GONPADH, INC.
Budiai NIL w-021134.-01-assa
Tod Year senna Deamhsr al, zoos

Schldula MEM-RCN-4
Page 3 of 3

Descriutlon

ccwc Plant GCN
Aoaun,Dear. Per

am Sch, B-Z page3

ccwc Plant ocn
A .u11_ Dept. StaH
AdjustnaMs Ramo d RCN \o Racnrrmended

Per SET Orihirlal cost ccwc RCN
Sdrsd. MEM-8 Per E:d1. Sam. B-4 Acer. Dept.

RCN
Al=¢wl1.Dept.

PerExp. s¢h. B-4

Diffanenoe -
swf

Adiuslrnsnt B

v627a 486,820 (244681as7,se1
573

(was
(in)

1.242
1.8808

•

183.2s2 (125,543) 2.7353 157,851 150.255 7.596

145 Exnianat ian of  S taf f  Ad jus tment  B
146
147
146
' \49 And.
150
151
152
153
154
155
156
157
158
159
160
181
152
163
154

s7e,45G
2,304,464
1.see.o14
7,154,728
1,oso,7e4

sem en
zss,s14

. zs,oe4
[2,0GB,014)

(1043710)
45,451
to,zs:s
1s,1s4
10,940

2.0976
12841
1 .5902
1 .ezaz
1 .2599
1 .4689
1 .ans

1,899,419
aso.$71

3;007.552
13,172,387
1,373,590
1_m,ees

4s1,2sa

1.1so,aes
2,895.725
2.276317

1;993,sa7
1,s4r,ans
1,5e7,ea2

4su,745

145,055
(2,a1s.¢54)

730.735
118,489

(173,719)
(38,876)

s l a
•

-

-Q

135,962
45.955
amass

5B5
120564
1.2925
1 .2395

14a,eao
60,151
7s,1s8

277,127
as ;

17a_15a

(133,497)
(25,859)
(98,595)

34,980
25

1.3108 45.a45
25

57/1a7 (11.82)
25

I a .
w UIIHMWWWH
I n  F m a m u
3 8  L l ld l1 d \ 1 n d  R lg h B
a m  s u u a u n s a m m p m w m u a
Aus c¢l¢=unqam\pa-nauwneaewuau
306 Ln l¢u, Mvun, 0Uurk ld ¢us
:Ar  Wd ll81d Spl1l19¢
sos n11n¢nunneul¢li»¢¢n¢Tun»l»
sos  & in)p lyMd m
ag o F uwlrG s r -d nnEq . ipunad
311 F\i01Pif10 E4llilI1l\*
3 2 8  w u u r 1 ~ l u = u ¢r u u
no Dl! | I ihuE=n R! lenni | ' a.&SMn¢bu
= = 1 T r lE lo i1 llG ll\ D ld ihu l¢\ ' l lh l l1 l
m  8 o n l $
4 4  l h i u n . z u u n u h n a n m u n
a s s  r a w - n u
m  B l¢M I Q i v P m l \ H 4 n H lv l° l l
g o  o m u r m n m m s q w m n
a g o  o u r = I F u n a ¢- a a u p m u n
941 TrwVG4i| i° ll EHI- invllli
342  S luu liq ud pm ln l
513 T oo l». sh ll>as lng ¢e4upmq n
3 4 4  \ lb 4 I * = W E w i p 1 l l l *
3 4 5  v s - f ° n ¢= w = u E u - I p m
345 C°"lll\ l1 i=wl° I\E i I4bf llf ll
a 4 7  l l5 ' ° ° " l l1 " l l ' E 4 l1 4 f l * *
a l a  O ¢1 l ' T i 1 §i l l p U l

Asa
: L a s s

14512
1.0060
1.0000

1 ,299
31 ,ass

w e
111
172
173
174
w s
176
177
17B
179
180

1s,47a8a32
2

155473,8'34

27.7/4,505

31,419

see
24,502,155

(12)

22,744,565 24,502,143

(35-120)
31.B99

(839)
(1,757_651)

12

(1,7571539)

as:-1,150

r2,e20.7/9)

165
165
157
158
Les

181

1a2 Tonal CCWC plam RCN Accumutatsd uqgfgdauw
183 Differanes b¢n¢ween dstaii plant sdwdulea and General Ladder acusmuldlad deprséisiion balances and
154 comparwRcnr=naaappliedwaem;l
185 Lass Company RCnDRzua Base pro-f::rnnadjusunen¢No. 1 m lfwsuratmeuiffaraueahexweeneenqfal
1es Ls498r ND and dillilii schedules.
187 S!a!1Adius¢mar\t B to deaeaaa CCWC Fiann RCN Poomlulaisd Depreciation Basadon Company Supplied
188 RCNRatel.ToL|ne 1.Cd\l1111C

158
190
191 Summary M Staff Recommended RCN Accumulated Depracai t lon:
192 swf r!6Ofl¥h8l1d8d ccwc RCN ammmuaanaa C8{G11aied aelaw
193 Slsfl|B¢0mm8¢1&dGen€f8IO1'li¢e RCNAK:bL|nu|HmBdDBp4I'eda1iGn
154 SlB1'flB¢=0lnn1endudTr:ta1RCNAa:.lrnul8ted Dep¢uddtiuntoColunnE..Una1 shaun

Rnurfding

22,744,505
842,211

25,387,715



CHAPARRAL CITY WATER COMPMNY, INC.
DeckerNo. W-02113A-u7-0s51
Test Yea! Ended Decsmhef 31 . 2DQE

Scheduler MEN RCN-5
Page 1 of 2

RCN RATE BASE ADJUSTMENT as Record plnnthddltlons and Retlnmenn par sun Adlusu-nn.ms

181 [Cl. LAI
COMPANY

AS

ELLEQ
STAFF

Amuswem
STAFF

Recommenoeo
s a

LINE

MQ.
1
2
3

an

sdsszu
1,965,394

11454937
1c,7sa

1,551,857
1.978.187

908.287 (528.244) 380,043

a.1so,su2
9,969,130

13,002,589
31 ,920,448

B.304,D7B
3,981 ,833
2,192,853

105,725
(3,226,535)
(1 .esz29s)
1 .501 ,CB2

146,911
16,310
77.763

3.266.527
6,742,594

11,0T0,393
33.521 ,son
s.45o.es9
s,9sa,14a
2,270,516

an

1,814,021
349.449
5$3,541

2.544
1814.021

351 ,ala
ass,s41

195.755 1ss.7ss

51,1:a8 s1.1:4a

301
302
303
304
305
305
307
308
a s
310
311
320
330
331
333
334
335
sos
sos
a4.o
341
342
343
344
s i s
345
347
348

DESCRIPTION
Organization
Franchises
Land and Lam! Rights
Structures a Improvements
Colledinq 8- lrnpoundlng Reservoir
Lakes. Rivers, Otttef Intakes
Watts and Sprigs
Infiltration Gdieries and Tunnels
Supply Mafia
Power Generation Equipment
Pumohg Equipment
W8UBf Treatment punt
Distribution Reservoirs & Standpipes
Transmission a Dlstrlbuttun Mafia
Service
Meters & Meter tnstalation
Hydrants
Backitow Prevention Devices
Other plant & Misc. Equipment
Office Fumtture a, EguipmerN
Transportation Equipment .
Stores Equipment
Took, Ship s. Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Ntlscellaneous Equipment
other Tangible Plant

•

as

78,791 438 (2,480,D11) 77.311,427

(Al: Company Sch°<iule B-4, and below Lhe pa - be, Column A.
£81; Testinony- MEM and Schedule MEM-S and Schedule MEM-23.
III: Col [B] + Col [C]

Company
RCN PBI'

Eva um Schedule
B-4

Per Below Anaryaba

S138 Adjuité d

R C N

s

Diflevenco -
S1817 Aditisimanf

5 -

3as,920
1.985.384

1,551,857
1.976,187

(1.245.S2j)
(10,793)

¢

n

908,287 380,043 528244
A

4

up

3,169.902
s,969.1a0

1a_0az.sas
31 ,sz0.44a

3,304,078
3,9B1,833
2,192,553

3,266,621
6.742.594

11,070,393
33,521,530

9,450,989
3,998,143
2.270.618

(185,725)
3.226.536
1,932,296

(1,sot.oa2)
(145,811)

(1B,$10)

(77-763)
11

1,B14,021
349,449
ss:s,s41

1 ,s14,021
351,993
ssa_541

(2_544)

Q

195,755 195,755
¢
Q

4
5
5
7
8
8

10
11
12
13
14
15
i s
17
18
19
20
21
22
23
24
25
26
27
28
29

30
31
32
so
34
35
36
37
38
as
4 0  a m Organization
41 302 Fr'andlbes
42 393 Land and Land Rights
43 ao4 Structures&lmprovemanis
44 as Col1eding&lrnpoundi1g Resewois
45 ans Lskes,Rivera,O1herlntakas
46 307 W els  and Sprigs
47 308 lnfihrstion Gallerlea and Tunnels
48 389 Supply May:
49 a10 Puwer Gena4atbn Equlpment
50 311 pumping Equlpmant
.51 320 W atarTraatmeniPlant
52 330 nxsmuuuun Resenoirs&s1andpipes
as 331 Transmbsbn & Distribution Mains
54 333 Services
as 334 M¢1¢$38» Me¥Bt lnsialhiinn
as 335 Hydmnta
57 :sos Backf'lowPrave'Minn Devices
as 339 Ol.hBrplarr!&misc. Equipment
59 340 Ol'l'icpFurni¢ure8-Equlpmerit
so 341 Transporlatlon Equipment
81 342 Stores Equipment
Hz 348 Tools, Ship a Garage EqulpmeM
63 344 Lahulalnry Equipment
e t 345 Pcwez'oper8led Equipment
es 345 Camrnunkzstbn Equipment
BE 347 Misceilanaaus Equipment
67 34B Other Tangible puma

57.138 57,138

.I9~.I%5§'?. . 77,311,427

1

2,480,1311



CHAPARRAL CITY WATER COMPANY, INC.
Dacxez No. W-021134,-D7-0551
Test Year Ended December31 , zoos

Schedule MEM RCN-3
Page Z of 2

Stat Adjusted
RCN

PerMSJ
Four SGH
MEM23

From SCh
MEM-6

Sla fl Adjusted
RCN.

9

i,2sa,aao 1,551,957
1,9781187

271 ,B57
1 ,se4,s91 11,s90

sao.o43 aso,o4a
41

3.z4n,544
5,742,594

11,G701393
s:a,s21 ,son
9.450.989
a,99a.143
2,27Q,B1B

2s.0sa 3266.527
e,74z.5s4

11,070,393
33,521,530
9,450.959
31998,143
2,270,616

A

1314,821
351 ,ass
ssa,541

1,814,021
351.993
ee3,541

b

195.755 195,755
Q

s7,1aa 571138

SO
59
70
71
T2
73
74
75
76
77
78
79
an
al
BE
ea
BE
85
as
87
88
BE
90
91
oz
93
94
as
96

391 Organuaticn
see Franchises
303 Land and Land Rights
304 Structures & improvements
305 Coltecthwg a tmpoundlng Reservoirs
306 Lakes. Rivers, Other Intakes
307 Watts Md Springs
308 lnlltnation Galleries and Tunnels
309 Supply Mains
310 Power Generation Equipment
311 Pumping Equipment
320 Water Treatment plant
330 Distribution Reservoir a. Standpipes
831 Transmission a Distribution Mains
Asa Service:
334 Meters & Meter lnmalation
ass Hydrant
336 aactmuw Prevention Deviwu
339 Other plant a Mba. Equipment
340 Ofllue Fumiuxu a Equipment
341 Transportation Equlpmant
542 Stars: Equipment
343 Teas. Ship a Garage Equipment
344 Laboratory Equipment
345 Pow at Operdud Equiprnsnt
346 Comraunicatbn Equipment
347 Miscellaneous Equipment
34B OtherTanglbb Plant

-

0

75,993,754 37,673 1,280,000 r/s11,4z7



CHAPARRAL CITY WATER COMPMNY. INC.
Docks! No. W-02113A-U7-0551
Test Year Ended December311 2006

Schedule MEM-12

OPERATING INCOME STATEMENT- ADJUSTED TEST YEAR AND sTAr-F Rzcommamso

III [D] (EI

UNE
no. DESCRIPTION

[AI
COMPANY
ADJLISTED
TEST YEAR
AS FILED

STAFF
TESTYEAR M L

ADJUSTMENTS 4 4

[ q
STAFF

TEST YeAR
AS

ADJUSTED

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDED

s 7,364,411
az,2ss

s s 7,384.411
82,289

s 1.735255 s 9,099,5t6
82.289

1
z
3
4
5

U

Revs/vuss:
ordered Water SalBS
Waist Sales -Unmetered
Intentionally Lei! Blank
Total Operating Revenues s 1,44/a,1oo s 7.448.790 s 1.735.265 s 91181,965

OPERATINGEXPENSES:

s s - s
(to_aoe) z

s 1
4959.244

aa1,a5s
suz,sa2
tz7,457
104,8u9
19,e00

zss,s44

(27,530)
(19,018)

1
s

(8-048) 10
(17,820) 11

969.244
811,351
682,982
fa9,a27
85.591
1s,soo

228,496
zs,sa8
70,4so
z,a»ao

4a,458
713,40
(1294) 3,654 9

969.244
a11 .351
602,982
99,827
85,591
19.aoo

zzs,4ss
25.638
70.430
2,asa

a3,3a3
112971162
1,521,831

(152.°9m

ea,aaa
1,297,152
11521 ,831
(152,000)

(51,535)
a7,214

(86,188)

-95.9909
<64.wm

5
4
3
1
5 9

9

•

u 47_a1:3
283,131

1,129,086

144,871
1 ,258,948
1,8081019

(76,909)
s4,ouo
47,573

295,813
270,020

(33,413) Hz
197,275 13

47,s73
zsz.-um
467,295

2u,731
661 ,791

0

6
7
10
11
13
14
15
16
17
18
19
20
21
zz
23
24
25
25
27
ZN
29
30
31

Salaries and Wages
Pttrohased Water
Purohassd Power
Chemicals
Repairs and Maintenance
Mm Supplies and Expense
Outside Sevlees
Wader Testing
Transportation
General Liability Insurance
Insurance - Health and Life
Regulatory Commission/Ratecase Expense.
MiScellaneous Expense
Depreciation
Amortization ct' Gain on Well (Settlement Proc
Amortization of Additional CAP Allocation
Taxes other than Income
ProgenyTaxes
Income Taxes.
Intentionally Law Blank
Total Operating Exponsas
Operating Income (Loss)

s
$

8,648,430
797.270

s
5

(205,818)l
205,818

s
8

s,44a9s12
_1.{103.0B8

s 582,522
$1.c5z,144

s
s

7,125,134
2,055,831

References:
Column M):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C~1
Schedule MEM-13
Column (A) + Column (B)
Schedules MEM-1andMEM-2
Column (C) + Column (D)
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C:-IAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-14

OPERATING INCOME ADJUSTMENT#1 - Wellsettlement proceedsaliocalsd wav. to ratepayers.

Line

M

[A]
COMPANY
PROPGSED

[B]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1

DESCRIPTION

wen Settlement Proceeds Amortized (76,000) s

References:
Col [A]: Company Schedeule 0-1
Co( [B]; Col [q - Col [A]
Col [C]: Testimony - MEM and wtuksheei MEM-5.

ExplanaEondAdjusunem
MlBemu\isignBd02fU5/2D05wilhFoullihhl-iU$Sal'li£l5dlDi& loiake\lV8Is8&9ddof§lvio8dueM
possible mn\ami1a6on from sewage u¢anne¢u=¢sn\yine@qu\ang¢furs1,5zo.nuu. Gdntnbeallumed100%tu1impayers
bemmxselhewellswe!efullydepredabd.tlnstheorigind amhadneenp=s¢xbyu1euenreda¢ioni1d=lded inla!esthlough2002.

Ratepayers share of proceeds

Based on a ten year arnonization, the amount induced in instant rtaie case revenue requirement as "Amorlization of
Well Settlement Proceeds".

__s 1,520,000. -

s (7s,000) s 152.000)

too)



CHAPARRAL CITY WATER COMPANY, INC.
D0¢l(8\ NO;W-02113A-07-0551
Test Year Ended December 31, zoos

Schsdula MEM-15

OPERATING INCOME ANJUSTMENT#2 -Decrease Purchased Water Cost

LINE
no.
1

Do$CRlPTIQN
PurchasedWater Cost

[Al
COMPANV
PRUPQSED
s 831.655

IB]
STAFF

ADJUSTMENTS
s (20306)

IC]
STAFF

RECOMMENDED
811.350

References:
Co! [A]: Company SChedule C-2
Cd [Br Col ac] - can [A]
Cal [C]:MEM Testimony

From Exhibit Schedule C-2, Page s (Proforma Adj #5)

CAP water allocation (awe. feet)
Additional CAP allocation

zoos capital coot per acne fool
Total capital cost

s
s

Qomnartv
6,978
1 ,934
spas

21
187,089

8 3
s,s1s
ass,s
7,944
$21

8168.814

CAP water delivered (auth feet) - 8,500 scheduled, 5.978 was delivered
Excess CAP water delivered
Additional ncaa feet in snnualization

2ooa delivery costper Aus font
Total M&I cast

a,s7e
Zen

Gus)
6,533
$92

$501 ,936

e,s1a
Zen

n o
e,533
ssh

5501,035

Total CAP purchased water 78B.12$ 787.850

Ground waler pumper In acre feet
Eaves; capacity peluantage
Total projected qdlons pumped
CAP Replenishment DIs\liG& asaessmenifee

s

280
o.s7
174

$250
43,550 s

260
0.67
174

$250
43,500

Total purchased water cost
Test year purchased water cost per GL
lna~aa.se(decrease)

B31 ,655
934.095

(1 02,439)

s
$

Starr Adjixsment to diminaze portion d moqaense not used and useful

a11 ,esc
934,095 |

(122,746)
gwz,4ss)
(29,307) Round Ias2n,aos

2
s
4
5
e
7
8
g
10
11
12
13
14
15
i s
17
18
i s
20
21
22
23
24
25
be
27
28
29
30

.31
32
33
34
35
as

37
ea

Purchased Wsiar Eaqnense per Company
sun Adjusrnent to eliminate portion of expense not used and usdizl
Adiushed Purdxased. Wabr Expense

s

s

831 ,658
(20_ao'q
811 ,350



CHAPARRAL CITY WATER COMPANY, INC.
Docks! No. w-Gz113A-0740551
Test Year Enaea December 31. zoos Schudula MEM-18

OPERATING INCOME ADJUSTMENT #8 - DEPRECIATION EXPENSE

LINE . :Al
COMPANY
PRDPQSED

[Bl
STAFF

ADJUSTMENTS

IC]
STAFF

RECQMMENDED

1

DESCRIPTION

DepreciacianExpense s 1 .soap19 s '(86.wa> 1,521,831s

ume

NU.

Exnianetlon M Adlustlnentr

Accualxt

M L
Plant in Serv ice

DEs¢t'l'Dii0n
Original Cost

Amount
Depredabln

Amuunl
Proieczed

Rate Exnensa

s s

1,551,858
1,529,842

1,551,858
1,s29,s42 so,ss7

49

1

159,627 159.827 5,316

t.sea,z4e
5:7as,e46
8,512,148

15958954
7.496.389
2.vae,ees
1,224,985

1.sss,z4s
s,7as.a4o
5,512,148

1T.45D,834
7.389,s3u
17as_ess
1224.985

1ss,5a1
19z.895
144,570
s4a,ma
245.1185
227.981

24,soo

1,717,229
: U n a
535,345

1 ,717,229
`Z7€,173
555,315

114.s3s
1a,1s4

1o1.oea

149,365 149.355 1.4ea

2
s
4
5
s
7
a
9

10
11
12
13
14
15
16
17
i s
19
20
21
Hz
pa
24
2s
pa
27
28
29

saws a4a,1os
10e.542

a.a11
10,654

am Urganizaflan
302 Franchises
ala Land Ana Land Rufus
304 Struduas I. Improvements
305 Coladng & Impomudiug Reaefvrilrs
308 Lakes, Rivers, Other flaxes
30? Wells and Sprig;
a l a lnnnraupn Gdlerles and Tunnaa
309 Supply Mains
310 Power Generadm Equal:nuant
311 Pumping Equipment
sao W ater Tl laim lnt Pi l rl i
sou uiltrsnuum Rasewdrx a S1H1\4P1P° -1
3:41 Transmission 5 Dish'lbutloll Mains
333 Services
334 Meters a Meier lnsluilaiion
335 Hwwnta
sos Baexiww Pvsvenlion Dhviees
ass Other pla1¢4 Misc. Equipumenz
340 Office Fumiiure a Equipment
341 TralupolUtion Equlpmgnx
M Y Stores Equipment
343 Tools, Ship & Garage Equipmern
344 Laboratory Equipment
345 Power Opefann Equipment
348 Cammunk:arlcn Equipment
347 Mlsealawlaaos Equipment
348 0014* Tmgibie Flank

o m %
o.oaes
0.00%
3.33%
2.50%
2.50%
3-3359
657%
2.00%
5.00!6

izsase
333%
222%
260%
3.33%
a.3:ns
2.08%
8.974
8 5 7 *
e.e1ss

20.00ss
4.08%
5.00%

10.00%
5.00%

1o.noes
10.00%
10.00% -1

so
31
32

Subloial Genet!!
Less' Non* depfedabls Acr:n1a~n(s) (L4j

Depvuciatala Plant (L30-L31)

so.2s2.5ez
1,551,858

48,700,734

s

s

4a,1so.sos
\551,asa

47,188,447

s 1.701.415

Adiusied

7,729

658
28.789

232.113
(37)

1 .055
570,751
11,149
1e,zzs

1e2
§.svo
e.ez2

mouse s
0.00%
3.33%
Amos
6.67%
8.87%

zo.aoes
5.00%

10.00%
5.80%

1o.aasa

12
sa.oes
2,230 Company Han

811
18

499

Hom! omen Plant Allocated

ea 301 Organization
34 w 2 Frundliln C051 Be! Other xmangxbw pure
as 304 Structures a Implouesnanfa
36 311 Ecctdc Pumping Equbmenl
37 a la Qthcr pmt mm. Eqplpmmax
38 340 Office Flxnltzru& Equipment
as 341 Txznaportatian Equipment
48 843 Ta¢>4. Ship & Gaszgp Equipment
41 344 laboratory Equapmem
42 345 power Opautbd Equipment
43 348 Communlcauau Equipment
44

Cumnwv Indy

45
pa

Snhmtd General
Loa: Nao- depfuduhle Aeeo¢n1t(s) (L33 BM L34)
Dapradublb Play (L4-4-L45)

s

s

a'/s,4es
a4,a1s

541 .use

s 49.427

47 Total Depredahlo Plant Ana Dear. Euqaenae bd'¢r¢ CIAC

s

s 4e,01a.s1e s 11750_842

48
49
50
51

Cun§'ibu\i0m-in-Aid-Gf-Cunsirudilnn (GIAC)

Compasils Depreqia2lonIAmnniz&lion Rate

Less: Ar'llofUz8¢iQn d GIAC (.L48 x L48)
Dapraclatlon Export - STAFF l_Col. (C), LAS - LS8]

B,288.097
0.0384

s
_s

229.011
1,521.831



CHAFARRAL MTY WATER COMPANY, INC.
0Od\¢\ Nb. W~0211 :A-uv-ossm
Test Year Ended December 31. zone Schedule MEM-17

DPERATING INCOME Ar:)JusmenT #41 MISCELLANEOUS EXPENSE

[81 [Cl [El

s

.[Al
CGMPANY

AS
FlLED
1259.948
1259.948

STAFF STAFF TOTAL OF STAFF
ADJQQTMENTA ADJUSTMENTS &n,_t_u§[M5_n;a
s 3e,164. s i195*'51. 37,214
s .q8,1s4 s (9522 s 37.214

STAFF
REQQMMENDED

1 ,297. 1 BE

1 .297. 182s

[A]: Company Schedule B-2. Page 3 and B-3. Page 3 and below Line CB. Column C.
[BP Tesdmwxf- MEMEnd huldwoaladatlans and Lil1e48, ColumnE
[C]' Tenlmuny- MEM and helnw calallatiéns and llha 94. Colman E.
[911 Cd [BI 4> Cd [q
[Et Testimany- MEM And heluw ume 91. Column a

E xn i a n a t i o n  o f Staff Adlusmant A
TOIBI Auomnon Fed pervimksheetirum ccwc
SLMMWBCQ Membership dun max WY baleI'li cmtumu
ratepayers and lhadueauaed icrluhbyium listsdpdow
invulor related expenses Bstad blow

a4.557.114

(251,538)
(1-040l585)

UNE
n ;

1
2
3
4
s
s
1
B
9

10
11
12
13
14
i s
i s
17
18
1s

Ad]u:\ed aHoca1ianpod
RsvI$9d il9l!3!|I1nfador

33.264391
4.09% Same penzeniage ulld in durzule GO l94Bl1LDiac.'lssed in

MEM Testimony.
Revisal dlccation of GO Expenses 1,339,808

GO Fgqlense Allocation !2i§tdbutlon bvAccuemQ

29
21
22
23

24
25

zs -'l&G other XFR
27 Cunt DH1sr XFR
Zs MG LBBUI' XFR
8 Cost Labor XFR
so MbcellaI1eou:
31
32
33

s a n s
883,199

43.252
251,514

88,137
_ _ _ 79.634

. . 1 .2e2.4aa
MlanailaneousHimeuaeia being chaffford dthls adinstmenlbeeénae this is

8880.21
8885.21
ssaq.u0
59B5.00
8700.00

snafu staff
Adlusimeni A Réccmmsnded

25,507 8as.aoe
_ - 1277 44.529

1.o1s 244.5311
2,012 70,145
2,351 81 ,see

38.184 1.330.800
wherethu Company made tis ital adlilsi went for me GG alloallion.

List d lnvbslnr Waisd expenses:
GL And

Ag.
7as1 .15 prow Shalthnldsf
7124.15 Sunnis: Shtruhddqf
7134.15 OS Glhef Shauhoidsa'
71s:¢.oc Pnstaga Shalsholaer
8301.15 T&E Tran Shnlihclder
w>1.1s T&E Tran Directors
wo2.1s T8»E Meal Dlrednra
8303.15 T8»E ow Shar&l'1°ldef
8aoa.1s Tae Med Dksctan
B304.15 T&E Otsu' DkBd11f8
a700,1 s OUIGT Misc~ Dirodofs Fee

TYE I\wou:1£

93_342
2,896

2sa.sse
5e,47a

1 ,4a2
z.saa

11 .520
2,794
1.738

4o4

34
35
as
:rt
as
39
49
41
42
pa
44-
4s
i s
47
pa
49
so
51
52
53
54

Told Investor Iulaned expanses
568,617

1 ,040,5a5

55
56
51

Ag
kg
ac
e l
82

Lie! d Memebefship dues that only benefit GdWomin ratepayers and dues used mf bhhying:
7081.00 Mbmbwlilv Dues cwvanln

NAWC - 19% bhhylng ($11a,202:<1s%)
eamemu Wltnr Mssndzlion
canmnaa W8l!r Axsaéiatlon
Calilbmis Water Axsszciatinn
CaM"ulnw Water Assodadan
Caifulfda Foundation
Calfgmla ume" Water Cons
Cailcmla Chamber of Commerce
Las Angles Chamber M Commune

D¢e8l10!heul!1i£CCWC
Does not bel1ditCcWC
Do¢sno£bundiiccwc
ooesnonbenealccwc
Oneamcuenenlccwc
n m n mn en eat ccw c
o m t mu n n aaaccw c
DoeenotheudltCcwc

2z,saa
48.824
48,8z4
48,824
48,824
1s,ouc
13,745

2,s4e
z.zao

251.568

Explanation of Staff Adlusment B
Sis#

_Ad1u81l1'len(B

ea

64.

BE

ea
67'

BB Per Co. response to MEM DR111.128, lobbying expanses oiaipproadmately $95Dvuaa hdudad In dues

89 s

7 8 s

11

paid lo Investor Owned Waler Utility and Water puny Aascdation d Arizona.

9 5 5 8 8 8 3 3 9 0
Miscellaneous Expense

T° I8l$

950
950



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-18

OPERATING INCOME ADJUSTMENT #5 q Reversal of Company pro forma Adjustment #13,
Amortizing Additional CAP Allocation

LINE
NO.

1
DESCRIPTION
Amortization of Additional CAP Allocation

IA]
COMPANY
PROPOSED

_s 54,000

[B]
STAFF

ADJUSTMENTS
__$ (84,000)

[C]
STAFF

RECOMMENDED
$ _

References:
Col [A]: Company Schedule C-1
Col [B]; Col [C] - Col [A]
Col [C]: MEM Testimony

u



C-'HAPARRAL CITY WATER COMPANY, INC.
Dad<et No. W-02113A-07-0551
TestYearEnded December al, goos

Schedule MEM-19

OPERATING INCOME ADJUSTMENT #6 . Rata Case ExpenSe

UNE
NO, DESCRIPTION

IA]
COMPANY
PROPOSED

EB]
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 s 144,871 s (B1,538) s 83,333

References:
Co! (Al: Company Schedeule C-1
Col {B]: Ca! [C] - Col [A]
Col [C]: MEM Testimony - Normalized Rate Case Expense (/8»yrs.)

Per Company.
Remaining unrecovered rate case eecpense from the prior case
per Exhibit Shedule C-2, Page 5:
Current Estimated rate case eocpense per C-2, Page s

Rats case expense was amortized in the prior rate
case, thus there is an unrecovered amount in the
test year but this w!1l have been fully absorbent
by the time the rates fur the anent we
became effective so no reocgnition is warranted.

Arnoztized over 3 years

154,513
280,000
434,813
144,871

-nu

Per Staffs

2
3
4
5
S
7

8
9
10
11
12
13
14
15
16
17

18
19
20
21
22

Remaining unrewvered rate case expense from the prior case
is not recognizedberzuse the cost will have been fully
recovered by the time rates for this case become efllective.
Remand case expenses per Company
Estimated current rate mu expense based on the actual
billings of $75,032 through October, 2907:
Norallzed over 3 years as this has historically been
the Compares rate increase request frequency:

100,000

1so,000

83,333



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Erld€d December 31, 2006

Schedule MEM-28

OPERAT!NG INCOME ADJUSTMENT #7 - Normalization of Chemicals Expense

LINE
NO.

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[Cl
STAFF

RECOMMENDED

1

DESCRIPTION

Normalization of Chemicals Expenses $ 127,457 $ $ 99,827
- I

2
3
4

Chemicals expenses - 2004
Chemicals expenses 2005
Chemicals expenses - 2008

s s6.210
105,814
127,457

5 Normalization cf Chemicals Expenses - 3-Year Average s 99,827

References:
Col [A]: Company Schedeule c>1
Col iB12 Col {CI - Col EAI
Col [C]: Nomaiized Chemicals Expense Col [CI Ls.

Chemicals for2007 are $88,968. Two invoices were dated inl1212006 for the test year.

(27,530)



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07-0551
Test Year Ended December31, 2006

Schedule MEM-21

QPERATWG iNCOME ADJUSTMENT #8 - Repairs and Maintenance

UNE
NO,

[Al
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

IC]
STAFF

RECOMMENDED

1

DESCRIPTION

Repairs and Maintenance Expense $ 104,609 (19,031 __$ 85,591

References'
Col [A]'~ Company Schedule C-1
Col [B]' Col [C] - Col [A]
Col [Caz MEM Testimony

Explanation of Staff Adjustment - To Normalize
R&M - 2004
R&M in 2005
R&M - 2006
Staff recommended R & M expense - Norrnalked.

96,152
72,540

104,509
91,134

Explanation of Staff Adjustment - To Remove the cost of Pepsipurchased as an employee benefit.

Payments to Pepsi Cola Companyof Dallas $

Normalized expense net of Pepsi.

S

s,s4a

85.591



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. w-02113A-07~0551
Test Year Ended December 31 , 2086

Schedule MEM-22

OPERATING INCOME ADJUSTMENT#9 - Normalization of General Liability lnsunmce Expense.

LINE
NO. DESCRIPTION

[A]
COMPANY
PROPOSED

IB]
STAFF

ADJUSTMENTS

Tm
STAFF

RECOMMENDED

1 Nomlalization of Insurance - General Liability Expense L . (1_294)_  s 3,554 s _ _ 2,3eo

2
3
4
5
e
7

2003 Insurance - Genial Liability Expense
2o04 Insurance - General Liability Expense
2D05 insurance - General Liability Expense
2606 Insurance - General Liability Expense
2007 Insurance - General Liability Expense

Ncprrnalization of insurance - General Liability Expense - 5-Year Average

$ 775
1 ,860

s
9,167
2,360

References:
Col (A): Company Schedeula C-1
Col [B]: Col [C] - Col [Al
Col [C]: Normalized General Liability ir\suranoeE><pense Col [cl L5.

Claim paid for zoos is $2.652 per CCWC response to DR1.44.



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31 , 2006

Schedule MEM-23

OPERATING INCOME ADJUSTMENT #10 -outside Services Expense

LINE
no. DESCRIPTION

[AI
COMPANY
PROPOSED

[BI
STAFF

ADJUSTMENTS

[CI
STAFF

RECOMMENDED

Outside Services Expense
Expensed plant
Late Filing Penalty for 2005 ACC Annual Report
Rate case expense for appellate court

s 266,544 s

s 266,544 s

(37,673)
(45)

(330)
4aa,048) s

2155.544
(37,673)

(45)
(330)

228,495

References'
Column A'
Column B:
Column C:

Company Schedule C-1
Testimony, MEM, Company Data RequeSt ResponsesMEM 8.1. MEM 16.2

Column [A] + Column [B]

Meet. No.
304-Strud & Imprvmhts
304-Strud & lmprvmnts
304-Strud a. lmprvmnts - See (A) below.

PLANT cosTs REMOVED FROM OUTSIDE SERVICES (MEN s.1 )
Description Amount
New irrigationinstallation s
Installation of 30' x s' fencing wlpanels S
Professional survey for new fence line S

Total for Structures and improvements $

2,500.00
4,375.08
4,715.00

11,590.00

311 - Elem Pumping Equip
311 - Exec Pumping Equip
311 - Elem Pumping Equip

Rélvondition motor
Removal & repair art pump
Removal a repair of motor and pump
Total for Electric Pumping Equipment

s
s
s
s

7,448.00
5,512.82

13,122.67
26,083.29

Total expensed plant _s 37,673.29

1
2
3
4
5

e

7
8.

9

10

11

12
13
14
15
16
17
18
19
to
21
22
23.
24
25

26
27
28
29
30
31
32

as
34
35

DISALLUWED cosTs REMOVED FROM OUTSIDE sERvicEs (MEM 8.1 )
Typeof Documentation Description
Check request - See (B) below. Penaltyfor late Ming ACC report
Invoice Rate case expense for appellate wad

ToUt DisallowedCosts

Amount
s
s

_L

45.00
330.00
375.80

(A)
(B)

Fee paid to Morrison, Maierle, Inc. for property line surveyingservioes that is a onetime expenditure.
Late filing penalty for 2005 Annual Report to the AZ Corporation Commission

u



CHAPARRAL ct WATER COMPANY, INC.
Docket No. W-02113A-Q7-0551
Test Year Ended December31, 2005

Schedule MEM-24

OPERATING INCCME ADJUSTMENT #11 - Water Testing Expense

LINE
NO. DESCRIPTION

[BI
STAFF

ADJUSTMENTS

[C]
STAFF

RECOMMENDED

1 Normalization of Water Testing Expense per MSJ $

[A]
COMPANY
PROPOSED

43,458 $ (17,820) $ 25,538

References:
Col [AL: Company Schedeule CO
Gol [BI: Co! [C] - Col [A]
Col [C]: Normalized Water Testing Expense Col [C] L1,



LINE
no. Prove Tax Calculation

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2005

Schedule MEM-25

OPERATING INCOME ADJUSTMENT #12 '. Properly Tax Expense

(C)

s $

$
$

$

$

1
2
3
4
5
s
7
a
9

10
11
12
i s
to
i s

staff Adjusted Test Year Revenues - zoos
Weight Factor
Subtotal (Line 1 ' Line 2)
Staff Recommended Revenue, Per Schedule MEM-1
subtotal (Line 4 + Lihe 5)
Number of Years
Three Year Average (Line 5 I Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Une 7 * Line 8)
Plus: 10% of CWIP ¢
Less: Net Book Value of Licensed Vehicles
Full Cash value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 ' Line 13)
Composite Property Tax Rate (Per Company Schedule C-2, Page3, Una 11

7,446,700
2

14,893,400
7,445,700

22,340,100
3

7,44s,700
2

14,893,400
224.140
474,678

14,642,862
23.0%

3.387.858
T.7913%

$
$

7,446,700
2

14,893,400
9,181,965

24.015,365
3

8,025,122
2

16,058,244
224,140
474,678

15,799,706
23.0%

3,633,932
7.7913%

$

$
t o
17

Staff Test Year Adjusted Property Tax (Line 14 * Line 15)
Company Proposed Property Tax

$ 262\400
295,B13

18
19
20
21

s (33,413)Staff Test Year Adiusunent (Line 16~Line 17)
Property Tax Staff Recommended Revenue (Line 14 ' Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 18)
lnaease in Property Tax Expense Due to lnaease in Revenue Requirement

$
$
$

283,131
262.400
20631

22
23
24

lnaease to Property Tax Expense
Increase in Revenue Requirement
Increase to Property Tax per Dollar lnaease in Revenue (Line19lLine to)

s 20.731
1 ,735.2B5

1.19<4666%.



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-D2113A»07-0551
Test Year Ended December 31, zoos

Schedule MEM-28

OPERATING INCOME ADJUSTMENT #13 - TEST vafxn INCOME TAXES

UNE
NO.

IB]
STAFF

ADJUSTMENTS

1

DESCRIPTION

Income Tax Expense

rAn
COMPANY
PROPOSED

s 2_70,020 197,275 s 467,295

[C]
STAFF

RECOMMENDED

Refemnoes:
Col [A]: Company Schedeule c-1
Cal [B]: Col [CI - Col [A]
Col [C]: Schedule MEM~2, Ume sz.
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CHAPARRAL car WATER COMPANY. INC.
Docket no. w<r211aA-o1-css1
Test Year Ended Dncamber31, zoos

Avenge Usage

Average Umm

Comvarw Pmuosad

Median Usage

Staff Rscommsuded

Median Usage

Gallons

s,soo

5,suo

a_4sn

a.45o

Typical Be Analysis

General Seuilae 3l4~lnch Meier

s

Pieaeett
Rates

22.37

24.94

32.37

24.84 wr

s

Proposed
Rates

44.1 a

s4.oa

s

s

. 89 &¥

DM M
Inmrasa

s

11.79

9.09

Sdwedule MEM-28.

1 n

Pennant
lnusase

36.41 %

36.43%

Present & Frapoaed Rates (Wllwui Taxes)
Genus! Sewics3/4-!nch MeW

Galina PfBsent
Company

596 as
S1547

R8uGln'\18ndB¢ as
ledltlunsllded

Censumntlon Rates Inaeasa Rates lnasase I
4 s 1a.ao

1528
18.98
15.54
21.15
23.38
24.94
28.20
28.72
3114
33.75
32,87
38.79
39.82
41.85
45.88
48.91
51 .54
54.97
ss.oo
s u i t
e4.oe
67.09
82.24
87.39

11z54
127.B9
14284
157.99
33.74
309.49

s
Rslcs

18.56
29.95
2414
251-4
28.87
32.31
34.03

. _ 35.74
39.18
42.61
4a.os
44.18
50.19
54.32
58.45
ezs s
65.72
m e a
74.99
79.1 z
B318
87.39
91 .as

11219
132.87
153.54
17411
194.88
215.55
31 a.so
422.25

36.47%
38.47%
35.45%
35w96
38.45%
36.44%
3a,43%
38.43%
36.42%
35.41%
35.41%
38.41%
35.4154
88.41%
38.42%
38.4296
as.429s
38.42%
36.42%
36.42%
36.42%
38.42%
38.42%
35.43%
38.43%
sa.4ass
ae.-sas;
36.43%
88.43%
36.43%
38.43%

1.009
z.ooe
apoc
4,000
5.000
5.500
5.000
T,000
s_ouo
s.eoo
B.4so

m u o n
11 .too
1z,noo
13.000
u p o n
15.800
1s,ooo
1v,ooo
1a,coo
1s.ooo
2o,ooo
Zs,ooo
:so.ooo
as.noo
40.000
45.0no
50.009
75.000

1oo_oeo



LINE
no.

CUSTOMER
CLASS

CURRENT RATES

AVERAGE MEDLAN

USAGE DOLLARS DOLLARSUSAGE

Residential 3/4"
Residential 1"
Residential 1.5"
Residential 2"
Residential 3"

Commerical 3/4"
Commerical 1'
Commerical 1.5"
Commerical 2"
Commerical 3"
Commerical 4"

industrial 3/4"
Industrial 1 ll
Industrial 1.5"

irrigation 3/4'
ligation 1'
Irrigation 1.5"
Irrigation 2'
lnigation 4"
litigation 6"

Construction 3!4"
Construction 1"
Construction 2"
Construction 3"
Construction 4"

Fire Hydrant (Standplpe) 3"
Fate Hydrant (Standpipe)4"

Fire Sprinkler 314"
Fire Sprinkler 1
Fire Sprinkler 1.5"

$
s
s
s
s

8,450
10,095
29.821
72,924
70,225

32.37
48,14

148.15
256.77
32197

43.94
67.83

165.69
245.34
233.07
696.09

s
s
s
$
s
$

11 ,5za
17,907
47,736
6a,389
34.550

186,146

153.65
217.68
132.57

s
s
s

5,s7s

8,000

39.70
87.B8

164.23
254.50

3,055,39
8,957.63

$
s
$
s
s
s

18,732
411781
751173

115,345
1,818,070
5,451,042

15_10-
41.11

129.15
427.83
374.42

s
s
s
s
s

959
11,803
38.000

180,662
94,500

$
s

211 .82
1 ,529.63

28,121
516,917

10.01
10.15
10.07

3
63
28

s
$
s

s,scx> s
7,500 s

21,500 s
91.500 s
83,000 s

24.94
99.58

303.58
303.58
355,16

3.s

s
$
s
5

4.501
5.500

13,500
21.500
11 .sao
79,500

24.94
36.56
79.42

127.18
174,98
427.34

3,500 13.60
22.70
45.50

s
s
s

.8,500 s
15.500 s
24,500 $
s a w n s

157,000 5
1,312,000 $

26,88
45.88
83.52

17128
471.92

2,s00.72

s

s
s
s
$

11,500
59,000
19,500

1051000

13.60
40.64

165.04
176.42
392.36

169.94
1,641.98

9,soo
561.500

s
s

s
s
s

10.00
10.00
10.00

CHWIPMRRAL CITY WATER COWIPWNY
DodeeM No. W~D21134407-D551
Test Year Ended December31, 2906

schedule MEM-29

TYPICAL BILL ANALYSIS AVERAGE AND MEDIAN cosT COMPARISONS
Page 1 of 3

1
2
3
4
5
B
6
7
a
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
an
31
32
as
34
35



UNE
NO.

CUSTOMER
CLASS

COMPANY PROPOSED RATES

AVERAGE MEDIAN

USAGE DOLLARS U.SAGE DOLLARS

1
2
3
4
5
8
6
7
8
g
10
11
12
13
14
15
15
17
18
.19
t o
21
22
23
24
25
ZS
27
28
29
30
31
32
33
34
35

Residential 3/4"
Residential 1 "
Residential 1.5"
Residential 2"
Residential 3"

Cnmmerical 3/4"
Commerical 1"
Gommerical 1.5"
Commerical 2d
Commerical 3"
Gommerical 4"

industrial 3/4"
lnduslsial 1"
industrial 1.5"

Irrigation 3/4"
lrrigalion 111
lrrigalion 1.5"
lrrigaticn 2"
Irrigation 4"
Irrigation .6"

Construction 3/4"
Conslruciion 1"
Construction 2"
Cunstrudion 3"
Construction 48

am Hydrant (Standpipe) 3
Fire Hydrant (Standpipe)4'

Fire Sprinkler 3/4'
Fire SpriNkler 1"
Fire Sprinkler 1.5"

44.17
65,68

202.13
350.32
440.65

$
$
$
$
$

8,450
10,095
29,821
72,924
70,225

s
$
$
$
$
s

11 ,528
17,907
47,736
58,389
34,550

186,146

59.95
9253

238.07
334.73
317.99
949.71

208.54
296,99
190.73

s
s
s

5.375

a,0o0

s
s
s
s
$
s

15,732
41,781
75,173

116,845
1,813,070
5,451,042

76.08
174.51
333.83
499.61

6,543.07
19,360.15

21.86
71.55

223.38
820.33
53453

s
s
s
s
s

959
11 ,Ana
as,ooo

180,662
s4,soo

s
s

289,01
2,086.90

281121
5161917

$
s
s

3
63
28

10.01
10.22
10.10

34.03
145.87
414.19
414.19
484.56

s
$
s
$
$

s,s00
7,500

21 ,500
91 v500
831000

34.03
49.88

118.35
173.53
238.75
583.06

s
$
s
s
s
$

4,501
5,500

13,500
21,500
11,500
19,500

3,so0 18.55
30.97
71 .95

s
$
$

47.78
84.25

156.18
316.20
849.51

5,130.t3.

s
$
s
$
s
$

8,soo
15,500
24,soo
63.000

157,000
1,312,000

s
s
s
$
s

11,500
59,000
19,500

1os,ooo

18.56
70.51

302.45
268.25
£574.17

s
s

231.87
2,240.18

9.so0
561,500

10.00
10.00
10.00

s
s
s

CHAPARRAL CITY WATER COMPANY
Docket No. W-02113A-Q7-0551
Test Year Ended December 31, 2005
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LINE
no.

CUSTOMER
CLASS

STAFF RECOMMENDED RATES
AVERAGE MEDIAN

DQLLARSUSAGE USAGE DOLLARSI

1
2
3
4
5
s
6
7
8
g

10
11
12
13
14
15
18
17
18
19
2D
21
22
23

24
25
26
27
28
29
30
31
32
33
34
35

Residential 3/4"
Residential 1 '
Residential 1.5"
Residential 2"
Residential 3"

Commerical 3/4"
Commerical 1 "
Commerical 1.5"
Commerical 2"
Commerical 3"
commerical 4"

lndusin'al 3/4"
industrial 1"
industrial 1.5"

lnigalion 3/4'
lrrigalion 1"
lnigalion 1.5"
Irrigation 2"
Irrigation 4"
Irrigation 6"

Construction 3/4"
Construction 1"
Construction 2"
Construction 3"
Construction 4"

Fire Hydrant (Standpipe) 3'
Hre Hydrant (standpipe)4'

Fire Sprinkler 3/4"
Fire Sprinkler 1'
Fire Sprinkler 1.5"

36.45
54.48

15408
289.94
355.06

s
8.

s
s
s

8,450
10,095
29,821
72,924
70,226

49.70
77.29

187.39
278.70
250.89
773.55

11,528 $
17 ,907  s
47,T36 s
$8,389 s
34,550 s

186.146 s

170.27
242.90
14a.89

s
5
s

5,375

a,0ao

s
s
s
$
s
s

63.B6
147.00
270.43
418.73

5,524.16
18,377.04

16,732
41,781
75.173

116.346
1 ,813,070
s_451 ,042

17..80,
59.48

153.12
504.53
425.94

s
s
$
$
s

959
11 ,ala

180,652
94,500

225.27
1 ,739.40

$
$

26,121
516.917

10.01
10.1a
10.08

3
63
pa

s
s
s

27.85
110.78
344.18
344.18
392.36

S
5
$
S
s

5.500
7,500

21,500
91,500
83,000

s
s
s
s
s
s

4,501
5,500

13.500
21,500
11,500
79,500

2B.t4
41.06
87.42

139.78
183.58
452.14

a,500 15.00
25.00
48.00

s
s
s

s
s
s
s
$
s

0,s00
15,500
24,500
sa,000

157,000

1,312,000 39,82
70.26

119.54
250495
SBB.44

4,291.04

15.00
5B.5B

220.28
133.94
459.52

s
s
s
$
s

11,500
59,000
19,500

108,000

177.74
1 ,85958

s
$

9,s00
561,500

10.00
10.00
10.00

$
s
s

l

CHAPARRAL ct WATER COMPANY
Docket No; w-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-29
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CAP Amortization- This adjustment decreases expenses by $64,000. adjustment

removes $64,000 related to the purchase of the additional CAP allocation that has been

determined to be an intangible asset not eligible for amortization.

Rate Case Expense - This adjustment decreases expenses by $61,538 to reflect a

normalized amount of $83,333.

2

3

4

5

6

7

8

9

10

Chemicals Expense - This ac§ustu1ent decreases expenses by $27,630 to reflect a

norrnaljzed amount of $99,827.

Repairs & Maintenance- This adjustment decreases expenses by $19,018. This amount

includes the disallowance of $5,543 'm expenses related to the purchase of beverages as an

employee benefit and to reflect a nonnualized amount of $85,591.

11

12

13

14

15

16

17

18

Insurance- This adjustment increases expenses by $3,654 to reflect a normalized amount

of $2,360 .

19

to

21

22

Outside Services- This adjustment decreases expenses by $38,048 to remove disallowed

expenses and capitalize costs expensed that should have been classified as p1ant-`m-

service.

23

Water Testing Expense - This adjustment decreases expenses by $17,820 to reflect a

normalized amount of $25,638.

24
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1

2

3

Property Tax Expense - This adjustment decreases expenses by $33,413 to reflect Staff s

calculation using the modified Arizona Department of Revenue property tax calculation

methodology.

4

5

6

Income Tax Expense _ This adjustment increases expenses by $197,275 to reflect

application of statutory state and federal income tax rates to Staff's taxable income.

7

8

9

10

11

RATE BASE

Q. Please review Chzlparrad City'sproposed ratebase.

A. The Company is proposing a FVRB of $28,768,975 based upon an equal weighting of its

OCRB and RCRB as Shown 011 Schedule m1-8m FVRB-» 2.

12

13

14

15

16

17

Q-

A.

Is Staff recommendingany changes to the Cempaxly's proposed ratebase?

Yes. Staff recommends a FVRB Of $27,050,414 based upon an equal weighting of Staffs

OCRB and RCRB as shown on Schedule MEM FVRB-2, a reduction of $1,718,560 from

the Company's proposed FVRB.

18 Q-

19

20

21

22

A.

How many rate base adjustments is Staff recommending?

Staff recommends seven adjustments to rate base as shown on Schedules IVIEM-3 and

MEM-4. Each adjustment described below is made to the OCRB, with a corresponding

adjustment made to the RCRB as shown on Schedules MEM RCN-1 and MEM RCN-2.

A detailed explanation of Stab's adjustments follows below.
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1

2 Q.

3

4

Rate Base AdjustmentNo. 1 - Settlement Proceeds for Wells Taken Out-of~Service.

What are the circumstances which resulted in the settlement with the FOuntain Hills

Sanitation Distn'ct for taking Wells 8 and 9 ("Wells") out of service?

Fountain Hills Sanitary District ("District") needed an aquifer storage and recovery well

("effluent storage well") to pump and store its effluent. The effluent storage well would

be located near the Wells, a potable water source. The close proximity of the effluent

storage well to the potable water source posed a contamination risk, so the prior owners of

CCWC, MCO Properties ("MCO"), and the District began negotiations in order to remove

any possible adverse consequences to the Company's customers.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

MCD and the District reached an agreement to exchange wells. One of the key terms of

the agreement was that the District would provide a new replacement well with similar

water quality and production capacity as the Wells. Mm the replacement well was built

and the new effluent storage well became operational, the Wells would be taken out of

service and physically isolated from the system. Unfortunately, the District was unable to

construct an adequate replacement well and a new agreement had to be negotiated.

19

20

.21

22

Q-

A.

What was the new agreement?

In February, 2005, CCWC and the District reached an agreement wherein the District paid

CCWC $1,520,000 in exchange for the Wells no longer being used to provide potable

water service.

23 Q-

24 A.

When were Wells 8 and 9 put in service?

Wells 8 and 9 were put in service 'm 1971 and 1972,respectively.

25

A.
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1 Q.

2

3

4

5

Arethese Wells fully depreciated?

Yes, they became fully depreciated in 2001 and 2002 according to the Company's

responseto DataRequestMEM 7.3. Theuseful life assigned to "Wells and Springs" is 30

years but, because CCWC uses the group depreciation method, the cost of the wells is still

included in the calculation of depreciation acpense and the determination orate base until

new rates become effective as a result of the instant rate case.6

7

8 Q- Has CCWC been compensated for the risk it °mcurred 'm lmalkilng theinvestment 'm

9 the Wells?

10 A.

11

12

13

Yes, the ratepayers, through the depreciation expense and return on:ate base included in

their water servicerates,have paid the Company for th.e original cost of the Wells, and

have continued to pay because CCWC uses the "ervup depreciation method", which will

be addressed later in my testimony.

14

15 Q,

16

17

18

19

20

21

Does the $1 .52 million payment represent a gain on the sale of utilityproperty?

No, it does not. The Company did not sell the Wells. The Company continues to own the

wells. Therefore, no gain was realized. The $1.52 million-payment is the proceeds ham a

settlement agreement. Consequently, any characterization of the settlement proceeds as a

"gain" is incorrect. Additionally, the Company could potentially sell the Wells at some

point in the fixture; Although the agreement gives the District an option to acquire well 8

for no additional consideration, this had not occurred at the 'mc of Stal1'f's on-site visit on

22

A.

A.

April 3, 2008.
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1 Q- How was the settlement amount of $1.52 million determined?

2

3

A.

4

According to the testimony of Mr. Robert N. Hanford, District Manager of CCWC, the

$1.52 million represents the "equivalent cost of water to replace that amount the Wells

would have produced over the remainder of its Useful life" (page 10, at line 12).

Q- Has the Company replaced the water supply that would have served customers from

the Wells with more expensive CAP water?

Yes. The Company has replaced the water that would have been pumped from Well 9 to

serve customers with part of the 6,978 acre feet of CAP water from its 1984 CAP contract.

CAP water, which is significantly more expensive than the cost of using water ham Well

9. Moreover, the customers have hilly paid for the well and the approximately $1.52

million 'm water contained 'm it. The-$l.52 mill ion was meant to compensate the

Company for an equal amount of water regardless of where the Company actually

obtained the water. The $1.52 million would effectively lower the cost of the more

expensive CAP water to that of the less expensive water that would have been pumped

i'om Well 9; therefore, malting the customers whole.

Q- Why was the well water replaced with the CAP water?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

A.

22

The Company's 6,978 acre feet of CAP water, in most prior years, was actually more than

that needed to serve its test year custornexs. Therefore, since it had an excess of water

&om its underutilized CAP allocation, and would have had to pay the same amount for the

CAP water regardless of the amount it used, the Company made a management decision to

stop using water &om well 9. This decision effectively replaced Well 9 water with CAP

water.

23

24

A.
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1 Q.

2

Will the CCWC customers have to pay higher rates because CAP water is used?

Yes, because CAP water is more expensive than pumping ground water.

3

4 Q,

A.

Is there another reason for utilizing CAP water?

Yes, CAP water is a renewable resource and its use is encouraged by the Arizona

Department of Water Resources ("ADWR") as being in the public interest.

5

6

7

8

9

10

Q-

A.

What ratemaking treatment does the Company propose for the $1.52 million i n

settlementproceeds?

The Company proposes a 50 - SO sharing between the ratepayers and the shareholders.

Specifically, the Company proposes to set up a regulatory liability to reduce rate base by

one half of the $1.52 million (or $'760,000). The regulatory liability would be amortized

over 10 years and would have the effect of reducing operain8 expenses by one-tenth (or

approximately $76,000) each year for ten years. The total amount the Company has

proposed is $646,000 which represents the $760,000 amortized over two years [i.e.,

$760,000 .- ($76,000/2) Q $76,000 = s646,000].

11

12

13

14

15

16

17

18

19

20

Q..

21

22

A.

A.

What is the basis for the Company's proposal?

The Company slates that "There is precedent by this Commission to share extraordinary

gains equally between the Company's shareholders and its rate payers." See Arizona

Water Company - Easter Group Decision No. 66849 March 19, 2004) at 32-35 ..."

(Bourassa, page ll, at line 5). .
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1 Q-

2

Does Staff believe that this settlement is similar or identical to the Arizona Water

case cited above?

No. Although both involve a settlement, the Arizona Water case results in a monetary

payment being received in addition to placement water. In the CCWC case, the

settlement proceedsrepresent the anticipatedcostofreplacement water.

3 A.

4

5

6

7 Q-

8

9

10

A.

11

For ratemaking purposes,how should the $1.52 million be treated?

Staff is recommending that all of the $1.52 mill ion in settlement proceeds (which

represents the cost to replace the Wells' water supply that customers had fully paid for)

flow through to rate payers to compensate them for the higher rates they are paying and

will continue to pay for the CAP water that replaced the Wells' water supply.

Q- What is Staff's adjustmentto ratebase?

Staff recomm¢n5s reducing rate base by $1.52 million less the amordzdtion expense for

2005 and 2006 leaving a regulatory liability balance of $1,216,000.

Rate Base AdjustmentNo. 2 - Deferred Regulatory Assets

Q. Briefly discuss the Company's Central Arizona Project ("CAP") water allocations.

A. The Company has two CAP allocations. One is a 6,978 acre feet allocation that was

purchased in 1984 and used to serve test year customers. The other is a 1,931 acre feet

allocation purchased in 2007.

Q-

12

13

14

15

16

17

18

19

20

21

22

23

24 A.

25

26

A.

What is the Company proposing regarding Deferred Regulatory Assets?

The Company has made a pro-fonna adjustment to include in rate base, at the end of the

2006 test year, the cost of the additional allotment of 1,931 acre feet of Municipal and

ktdustrial ("M&1") water that has been purchased from the United States Bureau of
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1

2

3

Reclamation and Central Arizona Weer Conservation District in 2007. A payment of

$1,280,000 for prior capital charges was required by December 1, 2007. As an alternative,

CCWC could have selected an interest-&ee free-year installment payment plan.

Q-

4

5

6

7

8

A.

What ratemakling treatment is the Company proposing for its 2007 CAP allocation?

The Company is proposing to include the 2007 CAP allocation in rate base as a regulatory

asset to be amortized to expense over a twenty-year pedod ($64,000 per year).

9

10

11

12

Q_

A.

What are the Company's reasons for including the 2007 CAP allocation in rate base?

The Company claims that the 2007 CAP allocation is revenue neutral and used and useful.

Q-

13

14

15

A.

16

Does Staff agree that the Commission should recognize the cost of the additional

CAP allotment as a regulatory asset?

No. Staff believes that the additional CAP Allotment should be recognized as part of

"post test year" ("PTY") plant rather than a deferred asset. Further, the Company is in

agreement with Staff that the CAP allotment purchased 'm 2007 is PTY plant (Bourassa

Direct, page ll, at line 25).17

18

19

20

Q-

21 A.

22

23

24

What is Staffs recommendation regarding the rate base treatment of the additional

CAP allotment?

Staff recommends that the Company's pro-forma adjustment to increase rate base by

$1,280,000 be reversed on the basis that the allocation has properties more associated with

a water right and, thus, should be reclassified to plant-in-service as an intangible asset not

subject to amortization.
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Q-

I

1

2

3

4

5

6

7

8

9

10

Why does Staff believe the additional CAP allotment is a water right?

Because CCWC has entered into a contract with the United States Bureau of Reclamation

and Central Arizona Water Conservation District for delivery of 8,909 acre feet of water

(the original 6,978 Plus the additional 1,93l) dated March 7, 2007, "for a period of 100

years beginning January 1 of the Year following that which mc subcontract becomes

effective," per Article 4.2 of the subcontract. This Article also provides for annual

renewals of the contract at the option of CCWC. The 8,909 acre feet quantity is described

in Article 4.12(a) of the contract as an: "Entitlement to Project M & I Water". The term

of the contract and renewal provisions indicates that CCWC can receive 8,909 acre feet of

water per year forever, or into perpetuity

11

12 Q-

13

14

15

16

17

18

19 Q-

20 A.

21

22

A.

Why does Staff believe that the cost of the additional allotment should not be

amortized?

Staff believes that the cost of the additional allotment is an intangible asset that vnill not

decline or diminish in value. The value of the allocation may increase but the Bureau of

Reclamation prohibits CAP allocations firm being sold for more than the accumulated M

& I charges.

A.

Is the additional CAP water used and useful?

Partially. A detailed explanation can be found on page 9 of the Engineering Report of

Staff witness Mr. Marlin Scott, Ir.'s direct testimony. He has determined that lifcy-percent

of the additional CAP allocation of 1,931 acre feet of water is used and use81L
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1

2

3

4

5

Q,

A.

Has the Commission previously allowed recovery of PTY plant costs?

Yes. However, the Commission typically does not allow recovery of PTY plant costs

when there is no plan for use in the near future, especially when the plant is not used to

serve test year customers.

Q.

A.

Does Staff believe that CCWC has acted prudently in the purchase of the additional

CAP allotment?

Yes, because the reallocation of CAP water occurs infrequently, and because the CAP

water is oversubscribed, it becomes imperative to secure an allotment when it is available.

Another factor in considering the purchase prudent is that CAP reallocations have to be

taken in whole as presented .- it is an all or none situation. Also, the additional allotment

of 1,931 acre feet will allow CCWC to limit, or eliminate, the use of groundwater to serve

its customers.

Does Staff characterize the CAP entitlement as a renewable resource?Q-

A. Yes.

Q. What is Staf fs adjustment regarding the cost of the addit ional CAP al location

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

purchased in 2007?

Staff has reclassified the "Deferred Regulatory Assets" balance of $1,280,000 to NARUC

USOA number 303, Land and Land Rights, as a plant-in-service component.

23

24 Q-

A.25

26

A.

Rate Base Adjustment No. 3 - Test Year General Office ("G()") Plant Allocation

What is the Company proposing for Plant in Service?

The Company is proposing a total of $51,053,252 for Plant in Service relating to its

OCRB. The Company is proposing all plant, property and eqm'pment that were in service
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I during the test year, plus an allocation of $751,171 related to GO plant for a total of

$51,804,423.2

3

4 Q~ Is Staff 'm agreement with the Company's proposed amount of Plant 'm Service,

including the GO plant?5

6

7

8

9

10

No, during its regulatory audit of GO plant, several luxury vehicles were discovered, as

well as two studies that originated before acquisition of CCWC and, based on the

Company"s response to a data request, relate strictly to the parent company California

operations. At the 3.21 percentage allocation rate used by the COmpany, the value of

these items amounts to$48,608that Staff proposes to remove from GO plant.

Q- Is Staff in agreement with the Company's proposedallocation percentage for the GO

plant?

11

12

13

14

15

16

17

18

19

20

A.

21

22

23

24

A.

No, during Staff' s review of the allocation percentage assigned to CCWC relative to all of

American States Water Company's ("AWR") operations it was determined that it should

be 4.0 percent for the test year 2006 using the same four factor formula proposed by the

Company. The Company has proposed an allocation of GO plant of 3.21 percentbased on

a four factor formula consisting of (1) number of customers; (2) value of utility p1ant-in-

service; (3) operating expenses; and (4) labor costs. Sta&  ̀discovered that the 3.21 percent

was based on using data as of September, 2005, in the four factor formula. Staff requested

data as of the an d of the test year and believes that this is more accurate given the

expansion of non-regulated operations and the inconsistency of the Compariy's proposed

GO allocation percentage - 3.21 percent for plant and 3.74 percent for operating expenses,

which will be discussed later in my testimony.
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1

2

Q-

A.

3

4

5

6

Why is Staff recommending removal of the cost of studies included in GO plant?

In both cases the studies were completed before the acqujsidon of CCWC and were

ordered by the CPUC or mandated by California Statutes. One is a management. audit

ordered by the CPUC that was completed in 1995 and cost $420,000. The other cost,

$820,254, to be excluded is for water management plans completed in 1998 in conjunction

with California Water Code Sections 10610 llnrough 10657.

7

8

9

10

Q,

11

12

What is the amount of Staffs adjustment to increase the allocation of GO plant to .

CCW C?

After removing the cost of thellnnnryvehicles and the studies that do not benefit Arizona

ratepayers and applying the 4.0 allocation percentage, GO plant in service original cost is

increased by $124,299, or $174,963 RCN. Thus, $875,470, or $1,167,091 RCN, of GO

plant is included in CCWC's rats base. The details of this a¢§ushnent are presented on

Schedule mEm-7. I

13

14

15

16

17

18

19

2.0

Rate Base Adjustment No. 4 - Accumulated Depreciation

Would you please explain StamPs ratebase adj vestmentNo. 4.

21

22

23

24

25

Q-

A. Staffs adjustment reduces Accumulated Depreciation by $2,031,950 from the Company's

amount of $15,877,022 to ref lect Stab's calculated Accumulated Depreciation of

$13,845,072 The reason for this difference is related to StaEt` using the 4.0 GO plant

allocation percentage and the plant additions and retirements discussed in Rate Base

Adjustments No. 6 and No. 7. Changing the GO allocation increased accumulated

depreciation by $84,561. Plant additions increased accumulated deprecation by $1,823

and retirements decreased accumulated depreciation by $2,118,334 as shown on Schedule

MEM-8. Plant additions and retirements are discussed on Schedule MEM-10 and MEM-

11.

I

26

A.
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1 Q.

2

3

4

5

What additional adjustment has Staff included au ScheduleMEM-8?

StaH witness Mr. Marlin Scott, Jr.'s direct testimony indicates that several plant items

have been incorrectly classified in the Company's records and describes the correct

category for these items. Part of Staff's aiustment on Schedule MEM-8 reclassifies the

accumulated depreciation for the Iistd items into the proper NARUC account numbers.

6

7 Q-

8

9

1 0

11

How did Staff determine the amount of accumulated depreciation to reclassify?

Staff used the acquisition dates mentioned in Staff Maness Mr. Maudlin Scott, Jr.'s direct

testimony and Iecadculated the annual depreciation expense for each year since then

iimrough the test year, which was than summed to derive the accumulated depreciation

balance. Since the reclassification entdled the reduction of some account balances and

12

13

increases in others by the exact same. amounts, there is no impact on the overall

accumulated depreciation balance.

14

15 Q- What is Staffs recommendation?

16 A.

17

Staff recommends reducing Original Cost New ("OCN") Accumulated Depreciation by

$2,031,950, from $15,877,022 to $13,845,072 as shown in Schedule MEM-8.

18

19 Q. 'What additional recommendation is Staff making regarding OCN plant accounting

20

21 A_

22

23

24

and accumulated depreciation?

Stab recommends that CCWC adopt, on a going fowvand basis, the "Group Depreciation"

method in which the additions for each year and for each plant account are considered a

separate "group." This will facilitate the ideniiication of the cost of specific assets, and

their associated accumulated depreciation, so that the proper amounts can be retired when

25

A.

A.

appropriate.
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1 Q-

2

3

Is there a corresponding adjustment for Reconstruction Cost New plant?

Yes. Staff discovered that the OCN accumulated depreciation totals by NARUC Account

Number presented in on Exhibit Schedule B-2, Page ad did not agree with the OCN totals

used au Exhibit Schedule B-4, the RCN calculation schedule. Staff proposes two

adjustments to RCN: the Erst is a decrease of $2,620,789, as shown on Schedule MEM-

RCN-2, which results from additions and retirements of plant. The second adjustment is

an increase of $113,818 resulting Hom the change in GO allocation percentage but this is

offset by the decrease at' $2,620,789 so the net decrease in RCN accumulated depreciation

is $2,506,970.

4

5

6

'7

8

9

10

11

12

13

14

15

16

17

18

19

20

Q-

A.

What is Staffs recommendationregarding RCNaccumulateddepreciation?

Staff recommends decreasing RCN AcCumulated Depreciation by $2,506,970, &orxl

$25,894,686 per Exhibit Schedule B-3,Page 1 to $23,387,716 as shown on Schedule

MEM~RCN~2.

21

22

A.

Rate Base Adj vestment No. 5 - Removal of Working Capital Components.

Q. Would you please explain Staffs rate base adjustment No. 5?

A. Yes. Staffs adjustment accounts for a decrease to rate base by removing Unamortized

Debt Issuance Costs, $4-24,010, Prepayments, $192,485, and Materials and Supplies

Inventory, $14,521. These balances are considered in working capital calculations along

with a cash working capital component derived from a lead/lag shady, for overall inclusion

'm rate base.
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l

2

Q.

3 A.

4

5

6

Why did Staff disallow the Unamortized Debt Issuance Costs from beingincluded in

rate base?

Debt issuance Oosts are a "below the line" expense the same as interest and thus, should

be paid from the return on rate base portion of the charges to ratepayers. Consequently,

the unamo ed debt issuance costs are attributable to The shareholders, did not require an

outlay of cash by the shareholders and lion a ratemaking standpoint should not be

allowed to earn a rate of return by being included in ratebase.7

8

9

10

Q- Did CCWC request a cash working capital allowance as part of its rate base?

No, and the Company did not prepare a lead/lag study to determiNe what the amount of

cash working capital should be.11

12

Q- What is Staffs rationale for its recommendation tO disallow Prepayments and

Material and Supplies Inventory from ratebase?

The Company failed to provide a lead/lag study to detmnine the cash working capital

component. Since the vital portion of Worldng capitalist missing, it is inappropriate to

consider other components of working capital.

Q.

13

14

15

16

17

18

19

20 A.

21

A.

A.

What is Stab's recommendation?

Staff recommends that Unamortized Debt Issuance Costs, $424,010, Prepayments,

$192,485, and Materials and Supplies Inventory, $14,521 be excluded &on the rate base.
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1 Q-

2

3 A.

4

Does Staf f  have addit ional recommendations regarding a cash working capital

allowance?

Yes, Staff recommends that the Company be ordered to perform and submit a Lead/Lag

Study in conjunction with.its next rate adjustment request application 'm order to meet the

sufficiency requirement of that filing.5

6

7

8

9

Rate Base Adjustment No. 6..- Expensed Plant (Capitalize Charges to Outside Services)

Q. Please provide guidelines that companies should use in determining whether a cost

should be capitalized by recording it in a plant account or treated as an operating

A.

expense.

The Arizona Administrative Code R14~2-411 D.2 requires water companies to maintain

their accounting seconds in accordance with the NARUC USOA. It states that "Each

uti l i ty siiall maintain its books ad records 'm conformity with the Uniform System of

Accountts for Class A, B, C and D Water Utilities" (emphasis added).

Further, the.NARUC USOA provides a listing of plant accounts and the types of costs that

should be recorded in each account. Utilities should use the plant account listing and

Accounting Instruction No. 14 "Utility Plant - Components of Construction Costs" to

determine what costs should be Accorded as plant.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q-

A.

Did CCWC propose to expense costs that should be recorded in plant accounts?

Yes, according to the NARUC USOA, the Company expensed plant costs incured for

irrigation installation, fence installation, and pumps as shown on Schedule MEM-10 and

mEm-23 A
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Q.

2 A.

3

4

What is the effect of expensing plant?

If the NARUC USOA is not complied with. the result is an ovemstatcrnent of opiating

expenses and understatement of rate bar. Adherence to the matching principle and the

NARUC USOA requires that the cost of an asset that benefits more than one accounting

period be capitalized (by recording it in a plant account) and depreciated over the asset's

useful life.

Q»

5

6

7

8

9

10

11

12

A.

'What is StaH's-recommendation?

Staff recommends increasing plant 'm service by $37,673 to reclassify plant that was

incorrectly recorded as an operating expense as shown on Schedule MEM-23. This

adjushnent to OCRB is reflected on Schedule MEM - 10, and the adjustment to RCRB is

presented onSchedule MEM RCN-5, page2 of 2.

13

14

15

16

17

18

19

20

.21

22

8,

RateBase AdjustmentNo. 7 - Utility Plant-In-Service,Wells and Other Plant to be Retired

Q. Were the Wells discussed in Rate Base AdjustmentNo. 1 used and useful during the

test year?

No, they were moL As Staff discussed earlier, the wells were taken out of service in

accordance with the well settlement agreement. Further, there are no pumps on the wells

so they cannot be used as a back-up sciuroe of water when the CAP water is shut down

for repair and maintenance.

A.

1.

Q-

A.

What is the Company's proposed h'eatment of the Wells?

The Company proposes to include das Wells in plant in semlce.
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1

2

Q~

A.

3

What is the effect of CCWC's proposal to include the Wells in rate base?

CCWC's proposal to include the Wells, with a combined cost for OCRB purposes of

$l03,468, or RCRB of $434,984, in rate base over» states the revenue requirement, and

ultimately, the rates paid by the Company's customers.

Q- Does CCWC have other plant in service which is not considered used and useful?

4

5

6

7

8

9

A. Yes. As described on Table 8 of Exhibit MSI, attached to Marlin Scott, Jr.'s TestUnony,

there is an additional $2,014,866 of plant not used and useful. This plant is primarily

related to the water treatmeNt facility acquired in 1986 through 1989. The RCN of this

non-used and useful plant is $3,269,076

Q-

A.

What is the appropriate raternaking treatment for plant that is not used and useful

in the test year?

For ratemaking purposes, plant that is not used to provide service to customers during the

test year should be removed from rate base.

10

11

12

13

14

15

16

17 Q.

18 A.

19

20

What is Staffs recommendation?

Staff recommends decreasing plant in service by $2,ll8,334, RCN $2,480,011, to remove

the,we11s and other plant that is not used and useful .firm rate base as shown on Schedules

MEM-11 and MEM RCN-5.
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1

2

3

4

5

6

OPERATING INCOME

OperatingIncome Summary .

Q. What are the results of Stair's analysis of test year revenues, expenses, and operating

income?

Staffs analysis resulted 'm adjusted test year revenues of $7,446,700, expenses of

$6,443,612, and operating income of $1,003,088 as shown on SchedulesMEM-12 and

MEM-13. Staff made thirteen adjustments to operating income.'7

8

9

10

11

12

13

OperatingIncome Adjustment No. 1 -Amortization of Well Settlement Proceeds.

Q. Would you please explain Staff's operating incomeadjustment No. 1?

A. Staffs adjustment increases the negative amortization expense related to the "Gain on

Well" by $76,000, firm $76,000 to $l52,000, as discussed in Rate Base Adjustment No.

l. As discussed in Staffs rate base adjustment, the Company has mischaracterized the

settlement proceeds as a "gain" but they are actually from the settlement to remove the

Wells Bam service. Staffs calculation of the "Amortization of Well Settlement Proceeds"

is shown on Schedule MEM-14 and MEM 5.

14

15

16

17

18

19

20

21

22

Q-

A.

What is Staffs recommendation?

Staff recommends increasing "Amortization of the Well Settlement Proceeds" by $76,000,

from $76,000 to $l52,000, which will allocate all of the proceeds received by CCWC for

taking the Wells out of service to the ratepayers and amortize the proceeds over ten years.

23

24

25

26

A.

Operating Income Adjustment No. 2 - Purchased Water Expense.

Q. Would youpleaseexplain Sta:Ef's operating income adjustment No.2?

A. Staffs adjustment reduces Purchased Water Expense by $20,306, Nom $831,656 to

$811,351. Staff removed $20,306 due to the finding that the additional CAP allocation is
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1

2

3

4

only fifty percent used and useful. The Company's Pro Forma Adjustment No. 5 included

an increase for the operating expenses related to the additional CAP allocation but did not

isolate that portion of the adjustment so it cannot simply be reversed. Schedule MEM-15

shows Stairs calculation of this adjustment.

5

Q~

A.

What is Staft's recommendation?

Staff recommends reducing Purchased Water Expense by $20,306, fjromn $831,656 to

$811,351.

6

7

8

9

10

11

12

Operating Income Adjustment No. 3 - Depreciation Expense

Would you please explain Staffs operating income adjustment No. 3?

13

14

15

16

17

18

Q-

A. Staffs adjustment decreases Depreciation Expense by $86,l88, &om $1,608,019 to

$l ,52l ,83l . The primary di8lerence in depreciation expense is related to Staffs GO

allocation percentage increase and the retirement of  CCWC Wells 8 and 9 plus

capitalization of outside services per rate base adjustments discussed in that portion of my

testimony. Additionally, a portion of the difference is related to Staii"s calculated CIAC

amortization, which results from a larger composite depreciation rate. Schedule MEM-16

shows Staff's calculation of Depreciation Expense.

19

20 Q,

A.21

22

What is Staff's recommendation?

Staff recommends decreasing Depreciation Expense by $86,188, 80111 $1,608,019 to

$1,521,83L
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l

2

3

4

Operating Income AdjustmentNo. 4 - Miscellaneous Expenses

Q, Would you pleaseexplain StafI"s operating income adjustmentno. 4?

A. Staff's adjustment increases Miscellaneous Expense by $37,214, Brow $1,259,948 to

$1,297,l62. There be two components that comprise this adjustment: the allocation of

GO expenses and membership dues.

Q.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

A.

Please discuss Staffs adjustments to the GO Expense Allocation.

First, $251,538 was removed from the GO expense pool of $34,557,114 because it

represented the cost of 'memberships 'm organizations that only benefited California

ratepayers, and/or portions of membership dues which Staff could identify as being for

lobbying costs. Also, the GO expense pool was reduced by $1,040,585 to disallow

expenses incLu'red for the exclusive benefit of the shareholders. Third, as discussed in

Rate Base Adjustment 3, Staff believes that the 4.0 percent allocation based on the four

factor methodology is more appropriate than the 3.74 percent allocation proposed by the

Company, thus 4.0 percent was applied to the revised GO expense pool of $33,264,981 to

derive $1,330,600. Schedule MEM-17 shows Stafl's calculation of this adjustment. The

difference between the Cornpauy's proposed GO expense allocation of $1,292,436 and

StafFs $1,330,600 is $38,164. Although Miscellaneous Expense is not where most of the

GO expense was accounted for during the test year in CCWC's records, Staff has chosen

to use it because this is the account to which the Conlpany's year-end adjustment was

posted.

23

24

25 A.

26

Did the Company and Staff use the same test year for the components of the four

factor allocation methodology used to calculate the G0 expense amount?

No, during Staff"s review of the Company's derivation of the 3.74 percent allocation

submitted 'm response to StatE"DaTa Request No. 4.1, it was discovered that the four factors
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used were based on a 2001 test year. This will result in a mismatch of revemlues and

expenses in the 2006 test year and is incorrect to use. Staff used the 2006 test year.

1

2

3

4

5

6

Q~

A.

7

8

.Please discuss Staff's remaining adjustment to Miscellaneous Expenses.

CCWC is a member of the Investor Owned Water Utility Association and the Water

Utility Association of Arizona, both organizations conduct lobbying activities and the

amount included 'm the dues paid in the test year was $950 based on the Co1:npany's

response to Data Request No. 125. Staff recommends that miscellaneous expenses be

reduced by the $950.

Q- What is StapH's recommendation?

9

10

11

12

13

14

15

16

17

18

19

20

A. Staff recommends increasing Miscellaneous Expenses of CCWC by $37,214 (the sum of

$38,164 less $950) firm $1,259,948 to $1,297,162

21

22

Operating Income Adjustment No. 5 - Reversal of Company Pro Forma Adjustment No. 13,

which amortizes the cost of the additional CAP Allotment.

Q, Would you please explain Staff's operating income adjustment No. S?

A. Staff 's adjustment reduces the amortization expense related to the additional CAP

allotment by $64,000, firm $64,000 to $0.00. As discussed in Rate Base Adjushnent No.

2, the additional CAP allotment purchased in 2007 is an intangible asset and not subject to

amortization. Consequently, the Company's Pro Forma Adjustment No. 13 is reversed by

Staff Adjustment No. 5. Schedule MEM-18 shows Staff' s caleuiadon of this adjustment.

23

24

25

26

Q- What is Staff"s recommendation?

A. Staff recommends reducing Amortization of Additional CAP Allotment by $64,000, &om

$64,000 tn $0.
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1
2

3

Operating Income Adjustment No. 6 - Rate Case Expense

Q. Would you please explain Staffs operating income adjustment No. 6?

A. Staff's adjustment reduces the Rate Case Expense by $61,558 from $144,871 to $83,333.

Schedu1eMEM-19 shows StafFs calculation of this. adjustment.4

5

6 Q,

A.

Did CCWC 'include Rate Case Expense only for the instant case?

No, part of CCWC's rate case expense in the current case is an "in-recovered" portion of

from the prior rate case.

Q- What is the amount of "in-recovered" Rate Case Expense proposed by the

7

8

9

10

11

12 A.

13

Company?

The Company claimed that it is $154,613.

14

15

16

17

18

19

20

21

Q. Please explain the difference between normalizing and amortizing?

When a cost is amortized, it is prorated over the number of accounting periods it is

expected to benefit. Normalizing is a term used in ratennaking to flatten the effects of

operating expense levels that fluctuate from year to year. The amount included in the

revenue requirement for a "test year" is an amount which represents an average of several

years' experience of a given expense, which then represents the amount "normally"

incurred annually by the Company.

22

23

24

Q,

25

26

A.

A.

Was normalizing versus amortizlmg of rate case expense specifically addressed in the

prior rate case?

No. Staff recommended and the Commission approved the Cornpauy's requested amount.

Amortization is used for capital items. However, this and other operating expenses are

normalized therefore there is no unamortized portion.
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1 Q.

2 A.

3

4

What has the Company proposed for Rate Case Expense in the instantcase.

CCWC has projected rate case expense for the current case to be $280,000.

Q-
s . A.
6
7

What is Staff recommending for current Rate Case Expense?

Based on the rate case expense approved by the Commission in cases of comparable sized

utilities, Staff believes that $150,000 is an appropriate amount for recovery through just

and reasonable rates in the instant rate case.

9

10

11

12

Q.

Discussion of Appeal and Remand ("Remand") Rate Case Expense.

What has the Company proposed for the Appeal and Remand of Commission

Decision No. 68176 RemandRate Case Expense?

In a recent "Notice of Filing" (Docketed September 8, 2008) the Company has requested

recovery of $258,511 for expenses 'incurred for the Remand proceeding, which it alleges is

approximately iffy-percent of the total.

A.

13

14

15

Q- Did CCWC revise its proposed Remand rate case expense?

Yes, prior to its Blind of September 8, 2008, the Company had agreed to only seek

recovery of $100,000 of the $300,000 in claimed expenses. Staff recommends normalizing

this $100,000 cost over three-years, the same as the cost of the instant case.

16

17

18

19

20

21

22

Q-

A.

23

24

8

A.

How is CCWC proposing recovery of Remand rate case expense?

Through a surcharge of $0.124 per one-thousand gallons added to the Company's

proposed commodity rate until the $258611 has been collected. CCWC has estimated

that the surcharge would be effective for twelve months.
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1

2

3

Q-

A.

Does Start' agree with CCWC's proposed recovery methodology?

No, because the additional revenues that will be generated from the result of the Beunand

Case will benefit CCWC into perpetuity a twelve-month recovery period is a mis-match.

Staff recommends the three-year normalization .period recommended 'm the instant case.4

5

6

7

8

Q- What is Staff's recommendation for normalizing the current Rate Case Expense?

Staff recommends Rate Case Expense of $150,000 for the instant case and $100,000 for

the Rennzmd Case, which equals $250,000. Nornnlalized over a three-year period this will

resit in $83,333 being included in the revenue requirement for the instant case. Schedule

MEM-19 shows StarT's cdculaltion of this adjustment.

9

10

11

12

13

Operating Income Adjustment No. 7 - Normalization of Chemicals Expenses

Q. Would youplease explsliln Staffsoperating income adjustmentNo. 7?

A. Staffs adjustment reduces Chemicals Expenses by $27,630, &own $127,457 to $99,827.

Staff's regulatory audit found that Chemicals Expenses have more than doubled since

2003, the prior late case test year. Because of the fluctuation, Staff believes it is

appropriate to normalize Chemicals Expenses by an average of the previous three

year's expenses to mitigate any extenuating circumstances which may have lead to this

signiNcaut increase. Staff's regulatory audit also found that the expense balance included

two large invoices for chemicals delivered in late December, 2006. Schedule MEM-20

shows StalEr's calculation of this adjustment.

14

15

16

17

18

19

20

21

22

23 Q~

24

25

A.

What is Staffs recommendation?

Staffrecommends reducing Chemicals Expenses by $27,630, from $127,457 to $99,827.
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I

Operating Income AdjustmentNo. 8 - Normalization of Repairs and Maintenance.

Q. Would you please explain Stait"s operating income adjustment No. 8?

A. Stab's adjustment decreases Repairs and Maintenance Expense by $19,018, f rom

$104,609 to $85,591. Since Repairs and Maintenance Expenses have fluctuated from

$96,152 iN 2004, to $72,640 in 2005, to $104,609 in the test year; Staff took the three-year

average of Repairs and Maintenance Expense to mitigate any extenuating circumstances

which may have lead to this significant increase over 2005, StatE's regulatory audit found

that $5,543 of Pepsi Cola products were purchased in the test year for employees of the

Company. in the prior rate case, the Company stated this is the type of benefit that allows

the Company to attract and maintain qualified and motivated staff to better serve customer

needs. Stair does not argue that this may be the case, however, Staff believes this is a cost

of doing business that the shareholders should be paying for rather than the ratepayers.

Thus, Staffs adjustment consists of two parts: $13,475 to normalize Repairs and

MaintenanceExpense and $5,543 to remove the cost of beverages provided to employees.

Staff's calculation of this $19,018 adjustment is shown on Schedule MEM-21 .

Q, What is Staffs recommendation?

Staff recommends reducing Repairs and Maintenance Expense by $19,018, 80111 $104,609

to $85,591.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Operating Income Adjustment No. 9 - Normalization of General Liabi l i ty Insurance

Expense

Would you please explain Staff's operating income adjustment No. 9?

25

26

A.

Q-

A . . Sta.fI"s adjustment increases General Liability Insurance Expense by $3,654, from

$(1,294) to $2,360. In response to Staff's data request MEM 1.44, the Company stated

that it is self insured for deductibles less than $500,000 and $350,000 for general liability



Direct Testimony of Marvin E. MiLsap
Docket No. W-02113A-07-0551
Page 35

1

2

3

4

5

6

and automobile liability, respectively, per occurrence. A Third Party Administrator

('TPA") is used to atlnuiinister and pay claims on behalf of American States Water

Company, CCWC's parent. The parent company, AWR, an "Injuries and

Damages Reserve" that is adjusted monthly based on loss reports received Hom the TPA.

Incurred but not reported claiinns are so estinrlated and used 'm setting the resave balance.

Although the reserve balance was zero at the end of the test year, a claim of$2,682was

paid during 2006, and Sta&` believes that General liability Insurenbe Expense should be

normalized to take into considmmdon the fact that, on an average, claims will be made and

paid For the purposes of nornnalizzing General Liability Insurance Expense, Staff used the

period 2003 - 2007. Schedule mEm.22 shows Staff's callcullaition of this adjustment.

Q- What is Staffs recommendation?

7

8

9

10

11

12.

13 A. Staff recommends `mcreas'1ng General Liability Insurance Expense by $3,654, from

$(1,294) to $2,360.

Operating Income Adjustment Na. 10 - Outside Services Expenses

Q. What did the Company propose for outside services expense?

A. The Company proposed $266,544 as shown on ScheduleMEM-23 .

Q- Did the Company include in outside services, costs that should have been capitalized

and depreciated?

14

15

16

17

18

19

20

21

22 A.

23

24

Yee, as Staff discussed in Rate Base Achustment No. 6, Expensed Plant, CCWC recorded

as 0p¢r2Iing expenses $37,673 in costs which, according to the NARUC USOA and the

marching principle, should be capitalized and depreciated as shown on Schedule MEM-23.
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1

2

Q-

3

What is Staff's recommendation?

Staff recommends decreasing outside services expense by $37,673 representing plant that

should be capitalized, as shown on Schedule MEM-23.

4

Q.

6

7

8

9

A.

10

What is the effect of expensing plant?

If the NARUC USOA is. not complied with, the result is an overstatement of operating

expenses and understahernent orate base. Adherence to the matching principle and the

NARUC USOA requires that the cost of an asset that benefits more than one accounting

period be capitalized (by recording it in a plant account) and depreciated over the asset's

useful life.

11

12

13

Q. Did CCWC also include in outside services, 11on~recurring costs that are not

representative of an average year?

Yes, Staff discovered payments charged to outside services for an ACC penalty related to

filing its Annual Report late and an appellate court tiling fee. The ACC penalty was $45

for late filing of the 2005 Annual Report and the appellate court cost was $330, which

sums to $375.

14

15

16

17

18

19 Q-

20

21

A.

What is Staffs recommendation?

Staff recommends decreasing outside services expense by $375 for non-recurring

expenses.

22

What is Staffs overall recommendation for this account?

Staff recommends reducing Outside Services Expenses by $38,048, from $266,544 to

25

5

A.

A.

$228,496.
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1

2

3

4

Operating Income Adjustment No. 11 - Water Testing Expense

Q- Would you please explainStaff's operating income adjustment No. 11?

A. Stalff' s adjustment reduces Water Testing by $17,820, from $48,458 to $25,638. An

explanation of this adjustment can he found in Table E-1 on page 17 of Staff witness Mr.

Marlin Scott, Jr.'s direct tesdmbny.

Q-

A.

What is Staffs recommendation?

Staff recommends reducing Water Testing by $17,820, from $43,458 to $25,638 as shown

on Schedule MEm-24.

Operating Income Adjustment No. Hz - Property Taxes

Q. Would you please explain Staffs operating income adjustment No. 12?

A. Staff's adjustment reduces Property Taxes by $33,413, &om$295,813 to $262,400. The

primary difference between the Company's and Staffs Property Taxes is due to the

differences in the proposed and recommended revenue requirements. Schedule MEM-25

shows Staffs calculation of Property Taxes.

Q-

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

A.

What is Staff's recommendation?

Staff recommends reducing Property Taxes by $33,413, 'd'om $295,813 to $262,400.

21

22

23

24

25

26

Operating Income Adjustment No. 13 - Income Taxes

Q, Would you please explain Staffs operating income adjustment No. 13?

A. Stair's adjustment increases Income Taxes by $197,275, from $270,020 to $467,295. The

two main reasons for the difference between Staff's and the Company's calculation of

Income Taxes is the difference in test year operating expenses and dlat the Company

weighted cost of  debt to the FVRB. The appropriate calculation of3 '
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1

2

3

4

5

6

synchronized interest expense is made by applying the weighted cost of debt to the OCRB.

A company's debts do net increase due to inflation or an increase in value of the property

related to the debt. Therefor, applying the weighted cost of debt to the FVRB is

inappropriate for calculating the synchronized interest expense. StatE's calculation of

Income Taxes and synchronized interest expense are shown in Schedule MEM-2. Lille 52,

Column A and Schedule MEM-2, Line 56, Column A respectively. Schedule MEM-26

shows Staffs calculation of the adjustment.

Q.

7

8

9

10

11

12

A.

What is Staffs recommendation?

Staff recommends increasing Income Taxes by S197,27S, from $270,020 to $467,295.

REVENUE REQUIREMENT

Q,

A.

Would you please summarize the Company's proposed revenue requirement?

The Company's rate Blind proposes annual revenues of $10,515,017, an increase of

$3,068,317, or 41.20 percent, over test year adjusted revenues of $7,446,700 as shown on

Schedule MEM-l .

13

14

15

16

17

18

19

20

Q.

A.

Would you please summarize Staffs recommended revenue requirement?

Staff recommends annual revenue of $9,181,965, an increase of $1,735,265, or 23.30

percent, over test year adjusted revenues of $7,446,700, as shown on Schedule MEM-1 .

21

22 BASIS FOR REVENUE REQUIREMENT

How did Staff calculate its recommended revenue requirement?23

24

25

26

Q-

A. The appropriate revenue requirement is the result of multiplying the Staff recommended

FVRB (as per Schedule MEM FVRB-2) by the Staff recommended Fair Value Rate of

Return.
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1

2

RATE DESIGN

Q-

3

4

Have you prepared a schedule summarizing the present, Company proposed, and

Staff recommended rates and service charges?

Yes. A summary of the present, Company proposed, and Staff recommended rates and

service charges are provided on Schedule MEM-27.5

6

7 Q-

8 A.
9 .

10

11

12

13

14

15

Would you please summarize thepresent rate design?

16

17

18

The present monthly minimum charges by meter size are as follows: 3/4-inch $13.60, 1~

inch $22.70; 1 u2_inch $45.40; 2-inch 573.00; 3-inch $14-6.00; 4-inch $227.00; 6-inch

$454.00, 8-inch $730.00> 10-inCh $1,043.0.0, and 12-inch $1,980.00 No gallons are

included in the monthly minimum charge. The present residential commodity rate is

$1.68 per thousand gallons for zero to 3,000 gallons, $2.52 per thousand gallons for 3,001

to 9,000 gallons, and $3.03 per thousand gallons for any consumption over 9,000 gallons.

The present commercial and industrial commodity rate tiers vary by meter size., but are

generally $2.52 per thousand gallons for the first tier, and $3.03 per thousand gallons for

any consumption over the first tier.

19

20

21

22

23

24

For irrigation customers, the monthly minimum charge is the same based upon meter size

with zero gallons included in the monthly minimum charge and a commodity rate of $1.56

per thousand gallons.

A.

The charge for Ere sprinkler service is $10.00 per month regardless of meter size. The

commodity rates for sprinkler serv ice is the same as residential, commercial and

industrial. There are zero gallons included in the Monthly minimum charge.
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1

2

Q-

A.

Would you please summarize the Company's proposed rate design?

3

The Company's proposed monthly minimum charges by meter size are as follows: 3/4-

inch $18.56; 1-l.Hch $30.97; 1 1/2-iD.Ch $71.95; 2-inch $99.61; 3-inch $199.2l; 4-in0h

$309.74; 6-infill $619.47; 8-inch $996.07, 10-inch $l,423.l5; and 12-inch $2,701.67.

Zero gallons are included in the monthly charge. The Company proposes a

residential commodity rate of $2.292 per thousand gallons for zero to 3,000 gallons,

$3.438 per thousand gallons for 3,001 to 9,000 gallons, and $4.134 per thousand gallons

for any consumption over 9,000 gallons. The proposed commercial and industrial

commodity rate tiers vary by meter size, but are generally $3.438 per thousand gallons for

the first tier, and $4.134 per thousand gallons for any consumption over the first tier.

4

5

6

7

8

9

10

11

12 For irrigation customers, the Coxlnpany's proposed monthly minimum charge is the same

based upon meter size with zero gallons included in the monthly minimum charge and a

commodity rate of $3.438 per thousand gallons.

13

14

15

16 The proposed charge for fire sprinkler service remains at $10.00 per month regardless of

meter size. The commodity rate for fire sprinkler Service for all consumption is $3.438

per thousand gallons. There are zero gallons included in the monthly minimum charge..

17

18

19

20

21

22

The Company is proposing that customers that use fire hydrants as a source of water for

irrigation or construction should also pay a meter change. This results in a substantial

increase as the customer would pay the 3-inch monthly minimum of $199.21 .
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1

2

Q-

3 A.

4

Does Staff agree with the Company's proposal that fire hydrant meters be charged a

monthly minimum based on meter size?

No., unless the customer owns, or retains possession of the meter. A customer using a

meter on a fire hydrant is usually only connected to the system for a short time period and

pays the same rate for all gallons consumed and this is intended to compensate for the

additional demand placed on the system.

Q- Does the Company currently havea hook-up fee charge?

Yes.

5

6

7

8

9

10.

11

12

Q- Does the CCWC propose any changes to the current hook-up fee?

CCWC proposes to maintain the same level of fee but to treat all funds collected as CIAC.

Q-

13

14

15

16

17

18

A.

19

20

.21

22

23

A.

A.

What is Staff's recommendatioN?

Staff recommends that the amounts collected by the Company pursuant to the off-site

hook-up fee charge shall be non-refundable CIAC, as this is the typical regulatory

treatment of hook-up fee charges of this nature.. Staff also recommends that all funds

collected by the Company as off-site hook-up fees be deposited into a separate interest

bearing account and used solely for the purposes of paying for the costs of the off-site

facilities, including repayment of loans obtained for the installation of offsite facilities

that will benefit the entire water system, and that the Company shall annually file, by

February 28'1', a calendar year report with Docket Control of the ACC, detailing all

changes in the account.
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1 Q,

2

In addition to including the 2008 CAP allocation in rate base and earning a return on

i t, has the Company Man proposed a hook-up fee to recover costs related to the

allocation?

Yes. The Company has proposed a "CAP Hook-up Fee" on new water installations as

shown on Schedule H-3, page 3, lines 22 and 30.

3

4

5

6

7

8

Q-

9

10

A.

Is it appropriate to use a hook-up fee to reimburse the Company for a CAP

allocation?

No, it is not. Hook up fees are ilutcmded to bird back-bone plant. The CAP allocation has

been frilly paid for by the Company and is not back-bone plant. Additionally, if CCWC

decides to give up this allotment, it will be rcimbmsd by CAWCD and U. S. Bureau of

Reclamation for the capital costs paid during the time the allotment was held. The CAP

hook-up fee would allow the Company to -potentially receive the CAP allocation cost

twice, thus, its use as a refinnbursement mochauuism is not appropriate.

Q.

A.

What is Staff recommending?

Staffrecommends denial of the CAP hook-up fee tazifi

11

12

13

14

15

16

17

18

19

20

Q. Has the Company also proposed any other inappropriate charges?

Yes. The Company has proposed that gt-oss~up taxes be included with service line and

meter installation charges as shown on Schedule H-3, page 4, lines 27 - 2.9.21

22

23 Q-

24 A.

25

A.

A.

Has the Company given a justification for this proposal?

Yes. The Company has made the following stalement: "As meters and service lines are

now taxable income for income purposes, the Company shall collect income taxes on the
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1 meter and service line charges. Any tax collected will be refunded each year as the meter

deposit is refunded."2

3

4 Q-

A.

Does Staff agree with the Company's proposal?

5

6

7

8

No. The Company has not cited the authority for declaring that meter and service lines are

now taxable income and Staff is not aware of any ACC mies changes or cbswnges in the

Internal Revenue Service Regulaltisons mandating this treatment.

Q,

A.

What is Staff recommending?

Staifrecoznmends denial of the taxilfprovision allowing mew and service line installation

charges to be grossed-up for income taxes.

9

10

11

12

13

14

15

16

17

18

Q- Would you please summarize Staffs recommended rate design?

19

20

21

22

23

24

25

A. Yes. Staff recommends the Staff's rates and charges presented on Schedule MEM~27.

Briefly, Staff's recommended monthly minimum charges by meter size are as follows:

3/4-inch $15.00, 1-inch $25.00; 1 u2-inch $48.00, 2-inch $7'7.00; 3-inQh $150.00, 4-inch

$230,00, 6-inch $460.00, 8-inch $925,00, 10-inch $I,300.00, and 12-inch $2,300.00

Zero gallons are included in the moodily minimum charge. Staff recommends an inverted

tier rate design that consists of three tiers for the residential commodity rate of $1.85 per

thousand gallons for zero to 3,000 gallons, $2.92 per thousand gallons for 3,001 to 9,000

gallons, and $3.33 per thousand gallons for any consumption over 9,000 gallons. The

additional tier for the residential 3/4» inch meters is for the fist 3,000 gallons, an estimate

of residential non-discretionary use. Except for the 3,000 gallon break-over point for the

non-discretionary tier, break-over points increase by meter size. StarT's recommended

commercial and industrial commodity rate tiers vary by meter size, but are generally $2.92
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1

2

per thousand gallons for the first tier, and $3.33 per thousand gallons for any consumption

over the Hist tier.

3

4 Also, StarT's recommended rates have increased the irrigation rate to $2.75 for all gallons.

This rate is a smaller increase thauu that proposed by the Company and moves irrigation

customers' rates closer to the commodity rates paid by other customers..

5

6

7

8

9

10

Efficiency in water use is encouraged by producing a higher customer bill with increased

consumption or use of a larger meter. A typical bill analysis for residential 3/4 inch meter

customer is provided in Schedule MEM-28, and typical bills for average and median use

under present, Company proposed, and Staff recommended rates are presented on

Schedule MEM-29. .-

11

12

13

14

15

16

17

Q.

18

What is the rate impact on a 3/4-inch meter residential customer using an average

consumption of 8,450 gallons?

The average usage of residential 3/4-inch meter customers is 8,450 gallons per month.

The average residential 3/4-inch meter customer would experience an $11.79 or 36.41

percent increase in his/her monthly bill lion $32.37 to $44.16 under the Company's

proposed rates and a $4.09 or 12.63 percent increase in his/her monthly bill from $32.37

to $36.46 under Staffs recommended rates.

19

20

21

22 Q.

23

24

25

26

A.

A.

What is the rate impact on a 3/4-inch meter residential customer using a median

consumption of 5,500 gallons?

The median usage of residential %-inch meter customers is 5,500 gallons per month. The

average residential 3/4-inch meter customer would experience a $9.09 or 36.43 percent

increase in his or her monthly bill from $24.94 to $34.03 under the Company's proposed
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1

2

rates and a $2.91 or 11.67 percent increase in his/her monthly bill Hom $24.94 to $27.85

under StaH"s recommended rates.

4 Q. Did Decision No. 70441 authorize a surcharge al lowing CCW C to collect the

additional revenues not collected during the time period of the Appeal and Remand

process?

Yes, and Staff will address this in Surrebuttal Testimony.

5

6

7 A.

8

9

10

11

12

13

14

A.

15

CONSUMER SERVICES

Q, Please provide a brief history of customer complaints received by the Commission

regarding the Company. Additionally, please discuss customer responses to

Chaparral City's proposed rate increase.

StaE reviewed the Comlnission's records and found 12 compiajnts, 8 inquiries and 26

opinions during the past three and three quarters' years. The complaints concerned 12

billing issues. The Company is in good standing with the Corporations Division of the

Commission. Consumer Services has received 26 opinions through September ll, 2008,

all opposed to the Company's proposed rate increases.

16

17

18

19

20

Q- Does this conclude your direct testimony?

Yes, it does.

3

A.
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Schedule MEM-1

REVENUE REQUIREMENT

LINE
no. DEscRlp.T1on

(A)
COMPANY

FAIR
VALUE

(B)
STAFF
FAIR

VALUE

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (LE I LI )

$ 28,768,975

$ 797,271

2.77%

5 27,050,414

$ 1,003,088

3.71%

4 9.32% 7_60%

5 $ $

6 $ $

7

Required Rate of Return

Required Operating Income (L4 * L1 )

Operating Income Deficiency (L5 - l.2)

Gross Revenue Conversion Factor

2,681,268

1,883,997

1.6286

2,055,831

1.052,744

1.6483

8 $ 3,068,317

g $

10

7,446,700

$ 10,515,017

$

$

7,446,700

9,181,965

t i

Required Revenue Increase (LE * LE)

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LQ)

Required Increase in Revenue (%) 4128% 23.30%

References;
Column (A): Company Schedule A-1
Column (B): Staff Schedule MEM-3.1

q s

J
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Schedule MEM-2

GROSS REVENUE CONVERSION FACTDR

LINE
NO.

(A) (9) (D)
DEscarpTrot~a

1
2
3
4
5
e

Calculation of Gross Revenue CQ4wsJ'sfon Factor
RBvBl"ILl€
un=»lle¢1b1e Fader (Line 11)
Revenues (LI - LZ)
Combined Federal and Slate Income Tatami Property Tax Rate (Ume 23)
Sutitntal (LE - LE)
Revenue Conversion Factor (L1 I L5)

1ou.uo0o%
onoaov.

100.00D0%
39.3324
50.6975'/»
1.848327

7
.8.
9.

10
11

Ca!¢u8fbn of Uncolladifble F a c e r
Unity
CoMbined Federal and Sta¢e Tax Rate (Line 23)
One Minus Ctambineti Income Tax Rate (L7 - LB )
Ur\uull2dlbIe Rate
Unoolledible Factor (L9~' L1D )

1OD,DDDO%

38598996

61 ,4011 as

0.800094
O.DOD0'/u

-Hz
13.
14
15
16
17

100.UOOU%_
5.9680%9

9:s,o:s20%
34,0000%
3 u 5 a u 9 v .

Calculation (JWEi7'¥¢lfve TaxRata:.
OperatingIncome Belnre Tangos (Arizona Tsaahle Income)
ArizonamamaIncome Tax Rate
Feudal Taxable Income (L12- L13)
Anulicahle Fadeal lnonme Tax Ram (Line sol
ENhdiue Federal IncomeTax Rate (Ltd x L15)
Combined Federal andstale Income TaxRate (L13 +L16) 38.598994

100.1000%
38.5889%
61.4011%
1.19-:7v.

0.7335%

Calcutahbnof EffectivePronafvTax Facto(
LB Unity
19 Combined Federaland State Income Tax Rate (LW)
20 One Minus CombinedIncome Tax Rate (L18-L19)
21 PIWGFW Tax Factor (MEM-16! L21)
22 Effective Pmpaty Tax Factor (L20'L21)
pa Combined Faaefal and state Income Taxand PmpevryTa Rare.lu7+Lz2) 39.332471

s 2,055,831
1,003,08a

24 Required Opezatirag lnpome (Schedule MEM-1, Ume 5)
25 Adiustgxffest Year Operating Income (Loss)(ScheduleMEM~11,Line pa)
be Required Inzneasa in Operating Income (L24 - L25) s 1.us2.744

s 1,129,088
4er,29<s

27 Income Taxes on RecommendedRevenue(CaL[E],L52)
28 IncomeTaxes onTestYear Revenue (Col [B]. L52) .
29 Requlred Inclsase In Revenue to Ptwide for lncumeTables (L27 - L28) 881,791

30 Reoam:nende4 Revalue Requifemenz (Schedule MEM-1, Line 10)
31 Uncokdible Rate (Line 10)
32 Uncollleo 4e Ezcpelse an Recommended Revenue (L30121)
33 Adjusted Test Year Uncdllectibla Spense
34 Required \n¢rsa=e In Revenue to Pvovidefor ut\<=a4l=¢tn=le ran (Ls2.133)

s

s
s

9,181.9e5
onoooes

35 Prop841v Tax with. Recommended Revenue (MEM-16. Cd a, L16)
38 Propwy Tax on Tag; year Revenue (MEM-15, Col A. L16)
37 Inclease In Pwopetty Tax Duets If=¢fB@=° In Revenue (L35-LZ-I6)
38 Tow Required lnelaasein Revenue (L26 °  L29 + L34 + L37)

s 283,131
262,40D

20.731
1 f35,265

s
s
s
s

s 1,735,255
Calculation of Income Tax:

39 Revenue (Schedule MEM-11, Col. ICI- Line5 & Sch. MEM-1, Col. [0] Line 10)
4o OperaHrIg Expenses Excluding Income Taxes
41 Synchmnlzed Interest (L58)
42 Arizona Taxable Income (L39.. L40-L41)
43 Arizona State Income Tax Rate
44 Arizona IrIuGI1'i€ Tax (1.42 x L43)
45 Faeral Taccabk Income (L42 - L44)
48 Fedexai Ta on First Income Blanket (SI - 350.000) Q 15%
47 FBdefEl Tax on seenrwIncomea ka (s51,001 . s°rs,noal Q 25%
48 Federal Tax m Third Income BIBIUKEK (95,001 . s100,000) Q34%
49 Federal Tax on Fourth Income Bracket (s100,001 - 935.000) Q39%
SG Federal Tax on I9tth Income Bradtel 8335,001 -$1G_000.GOO) Q 34%
51 Ta\aI FedelaI Income Tax
52 Combined FederalandState Income Tax (L44 + L51)

s
s
s
s
s
s
s
s
8

Test
Year

T,445.700
5,975,317

259,739
1,2101645

6.9tsa0°/.
84,358

1,128,257
1,soo
8,250
5,500

91,650
289.038
382,938
457,295

s
s
s
s
s
$
s
s
s

Sla lf
Recommended
s 9,151,966
s 59971048
s 259.739
s z,sns,17s

5.9680%
203,a27

2.721.353
7,500
e,2so
a,so0

91.850
611,360
925,260

1.129.088

53 Applicable Federal Income Tax Rate [Col [EL L51 -Col, [B], L51}/[CoL (El, L45 - Col. [BL L45] 3440Q00%

calaufalig;'l O! :refest .Svnchroni2'ationI
54 Rate Base (Scha4uie.mEM»3, Cal. (Cl. Llnell
55 Weighted Average Cost of Debt (Schedule MEM-17. Col. [FL L1 4- LE)
as Wnchronlzad lnnmesx (L45X L4S)

s

s

Chappanal
21544,877

12ouo%

;59,{3g
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Schedule MEM FVRB -1

FAIR VALUE RATE BASE COMPARISON - COMPANY VS STAFF

(C)

LINE
no .

(A)
COMPANY

AS
FILED

(B)
STAFF

AS
ADJUSTED QIFFERENCE

s $ s

$

66,310,296
204885,854
45,424,442 _s

I
$

64,803,291
18,616,394
46,186,897

(1 ,507,005)
(2,289,46D)
__762,455

s 7,780,241

8,394.501

$ $ (0)

(0)

819,845

925,895

545,000

7,780,241

8,394,501

819.845

9251896

1,21s,000 570,000

1 plant in Service
2 Less: Accumulated Depreciation
3 Net Plant in Service
4
5 LESS!
6
7 Contributions in Aid of Construction (GIAC)
8 Less: Accumulated Amortlzlatiori
9 Net CIAO

10
11 Advances in Aid of Construction (AIAC)
12
13 Customer Meter Deposits
14
15 Deferred Income Tax Credits
16
17 Shared Gain on Well
18
19 ADD:
20
21 Unamortized Debt issuance Costs
22
23 Prepayments
24
25 Materials and Supplies
26
27 Deferred Regulatory Fssets
28
29 Working Capital
30
31
32

424,010

1921485

14,521

1,280,000

(424,010)

(192,485)

(14,521)

(1,280,DDD)

Original CostRate Base .L 28,768,975 s 27,050,414 $ (1.718,560)
I

Refgrenggg
Column (A), Company Schedule B-1
Column (B): Schedule MEM FVRB-2
Column (C): Column (A) - Column (B)

Q

Iv



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-05551
Test Year Ended December 31, 2006

Schedule MEM FVRB -2

FAIR VALUE RATE BASE COMPUTATION - COMPANY AND STAFF

LINE
NO.

(5)
STAFF

AS
ADJUSTED

s

(A)
COMPANY

AS
FILED

22,770,304
34,767,581

$ 21,644,877
32,455,951

1 OCN Rate Base per MEM-3
2 RCN Rate Base per MEM RCN -1
3
4
5 OCN and RCN weighted 50% each to
6 calculate Fair Value Rate Base (FVRB)

$

$

57,537,B85

28,768,943 s

54,1004828

27,050,414

References:
Column (A),. Schedule MEM 3
Column (B): Schedule MEM RCN-1



CHAPARRAL CITY WATER COMPANY, INC.
Docket No. W-02113A-07-0551
Test Year Ended December 31, 2006

Schedule MEM FVRB ~3

FAlRVALUE RATE BASE COMPUTATION I STAFF

LINE
no .

(A)
STAFF OCN

AS
ADJUSTED

(B)
STAFF RCN

AS
ADJUSTED

(C)
STAFF

FAIR VALUE
RATE BASE

s s $51,128,082
13,845,072
37,282,990 s

78,478,520
23,387,716
55,090,804

54,803,291
18,616,394

$ 46,186,897

$ $

$
$

$ 9,441,352

10,231,760

$ 7,780,241

8,394,502

B191845

925,896

1 Plant in Sewlce
2 Less: Accumulated Depreciation
3 Net Plant in Service
4
5 LESS:
6
7 Contributions in Aid of Construction (GIAC)
8 Less: Accumulated Amortization
9 Net ClAC

10
11 Advances in Aid of Construction (AIAC)
12
13 Customer Meter Deposits
14 -
15 Deferred lncomeT Credits
16
17 Well Settlement Proceeds
18
19 ADD:
20
21 Unamortized Debt Issuance Costs
22
23 Prepayments
24
25 Materials and Supplies
26 ¢
27 Deferred Regulatory ASsets
28
29 Working Capital
30
31
32

6,119,129

8,557,243

819,845

925,8s6

1,216,000

819,845

925,895

1,216.000 1,216.000

s 21,544,877 s 32,455,951 $ 27,050,414

References:
Column (A), Schedule MEM 3.2
Column (B): Schedule MEM RCN-1
Column (C): Column (A) + column (B) divided bye

11

an
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CHAPARRAL CITY WATER COMPANY, INC,
Docket NQ_ W-02t13A-07-0551
Test Year Ended December 31, 2006

Schedule MEM-3

RATE BASE - ORIGINAL COST

(B)

LINE
no.

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

Adj.
No.

(C)
STAFF

AS
ADJUSTED

1
z
3

Plant In Service
Less: Avccumulated Depreciation
Net plant in Sewioe

$ $

s

51,B04,423
15,877,022
35,927,401 $

(678,351) 2, 3, 6, 7 s
(2,031,950) 4
1,355,589 $

51,128,062
13,a45,072
37,282,990

4

LESS:

4
5
6

Contributions in Aid of Construction (CIAO)
Less: Accumulated Amortization

Net CIAC

$ $

6,119,129 0 $

6,288,097
ts8,Q68

s, 119,129

7 Advances in Aid of Construction (AIAC) 6,557,243 6,557,243

8 Customer Meter Deposits 819.845

9 Deferred Income Tax Credits

819,845

925,896 925,896

10 Shared Gain on Well 646,000 570,000 1 112151000

ADD:

11 Unamortized Debt Issuance Costs 424,010 5

192,485 512 Prepayments

13 Materials and Supplies 14,521 5

14 Deferred Regulatory Assets 1,280,000

(424,010)

(192,485l

(14,521)

(1,280_000) 2

15 Working Capital

16 Original Cost Rate Base s 22,770,304 $ (1,125,427) s 21,644,877

References:
Column (A), Company Schedule B-1
Column (B): Schedule MEM-4
Column (C): Column (A) + Column (B)

al
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I

EXECUTIVE SUMMARY
CHAPARRAL CITY WATER COMPANY, INC.

DOCKET no. W-02113A-07-0551

The surrebuttal testimony of Staff witness Marvin E. Millsap responds to various pairs of Mr.
Hanford's and Mr. Bourassa's rebuttal testimonies. Staff is malting one change to the
recommendations presented in its direct testimony.

8



Surrebuttal Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 1

1

2

INTRODUCTION

Q. Please state your name, occupation, and business address.

3

4

A. My name is Marvin E. Millsap. I am a Public Utilities Analyst W employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("Staff"). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

Are you the same Marvin E. Millsap who filed direct testimony in this case?

Yes I am.

Q- What is the purpose of your surrebuttal testimony in this proceeding?

A.
I

:

The purpose of  my surrebuttal  testimony in this proceeding is to respond to the

Company's proposed surcharge allowing Chaparral City Water Company, Inc. ("CCWC")

to collect the additional revenues not collected during the time period of the Appeal and

Remand process authorized by Decision No. 70441. Further, to respond to Company

witnesses Mr. Hanford and Mr. Bourassa rebuttal testimonies.
i
i
E

Q- What is the dollar amount the Company requested in its tariff filing?

$51,542.00.

Q, Does Staff agree with the amount requested?

5

6

7~ Q.

8 A.

9

10

11

12

13

14

15-

16

17

18

19

20

21 A.

22

23

A.

No. Staff calculates that the in-recovered balance of additional revenues resulting Nom

the remand decision is $38,562 ($36,396 plus interest cf 32,166) through December 1,

2008, Staff calculates the accumulated interest on $36,396 to be $2,166.



Surrebuttal Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 2

Q- How many thousands of gallons of water were sold in 2007 per CCWC's annual

report?

A. 2,005,550.

Q.

A.

What is Staffs recommended surcharge amount?

The surcharge should be $0.19228 per tNousmd gallons sold until the $38,562 has been

collected in full.

RESPONSE TO MR HANFORD'S REBUTTAL TESTIMONY

Q, Has Staff reviewed Mr. Hanford's rebuttal testimony concerning Staff's

recommendation that all of the proceeds from the Settlement with the Fountain Hills

Sanitation District ("FHSD") be allocated to the ratepayers?

A. Yes.

Q- Does Staff agree with Mr. Hanford's rebuttal testimony?

No. .A.

Q.

A.

Is Staff's recommendationconsistent with prior Commission decisions?

Every case that comes before the Commission is different and is considered upon the

merits, facts and circumstances related to that case and that case alone.

Q~ Did CCWC seek Commission guidance on how the settlement proceeds should be

treated?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 A. No.



Surrebuttal Testimony of Marvin E. Millsap
Docket No. W-02113A-07-0551
Page 3

1 Q. Please respond to Mr. Hanford's rebuttal testimony that "The bottom line appears

that Mr. Millsap cannot explain the basis for his explanation". ("I-Ianford Rb") at 9.2

3

4

A. Mr. Millsap's recommendation for rate case expense is based on the classification of the

uti l i t ies involved and also mentions other water companies in Arizona so this is a

mischaracterization of Mr. Millsap's response to CCWC's data request.5

6

7' Q-

8

9

10

11

A.

12

Please respond to Mr. Hanford's rebuttal testimony that "For one thing, Staff

bombarded us with discovery in this rate case, serving more than 300 data requests

(counting subparts)". ("I-IanfordRb") at9.

Staff has an obligation to the Administrative Law Judge, and the Commission expects,

Staf f  to perform adequate analysis and rev iew in order for i t to make appropriate

recommendations. There are no rules or regulations that limit the amount of discovery. I n

the instant case many follow-up questions were required.

Q-

13

14

15

16 A.

What is the Company's position concerning rate case expense?

That it should be amortized.

17

18

19

20

21

22

Q~ What is the Staff's position concerning rate case expense?

Staff believes that it should be normalized.

RESPONSE TO MR, BOURASSA'S REBUTTAL TESTIMONY

Has Staff reviewed Mr. Bourassa's changes in CCWC's revenue requirement

outlined in his rebuttal testimony? ("Bourassa Rb") at 1-3.

Q-

23

24

A.

A. Yes.



Surrebuttal Testimony of Marvin E. Millsap
Docket No. w-02113A-07-0551
Page 4

1 Q-

A.

Does Staff agree with Mr. Bourassa's changes?

No, Staff believes that a fifty-fifty sharing of the settlement proceeds is not appropriate.

Q- Has Staff reviewed Mr. Bourassa's rebuttal testimony "However, Staff understates

its adjustment to accumulated depreciation for transportation equiplnent"?

("Bourassa Rb") at 11.

A. Yes.

z

3

4

5

6

7

8

9

10

11

Q~ Does Staff agree with Mr. Bourassa's rebuttal testimony?

12

No, CCWC's response to data request MEM-7.5 lists the original cost and accumulated

depreciation for each vehicle, which totals $43,666.60 rather than equals the original cost

of $274,001 as would be the case if these vehicles were fully depreciated.

13

14 Q. Has Staff reviewed Mr. Bourassa's rebuttal testimony that ". . .  I  computed

amortization (referring to the FHSD settlement proceeds) for 2005 and 2006 using a

half-year convention, whereas Staff computed amortization for 2005 and 2006 using

a full-year convention"? ("Bourassa Rb") at 13.

Yes.

15

16

17

18

19

20

21

22

Q.

23

24

25

26

A.

A.

A.

Does Staff agree with Mr. Bourassa's rebuttal testimony?

No. The half-year convention is appropriate for current year additions to asset classes in

which the exact acquisition date is either not known or if it is convenient to just assume

that all additions were at u1id~year on the premise that half of the cost occurred before and

half after mid-year so the average depreciation or amortization would be the same as

computing it from the actual acquisition date. This is not appropriate for the FHSD

settlement payment because there is only one date involved .-- the date the proceeds were

I
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Docket No. W-02113A-07-0551
Page 5

received. Since the proceeds were received early in February of 2005, Staff began

amortization from January 1519 which increased the amortization for 2005 by $12,667 more

than it would have been if February 1" had been used, but had no 2006 test year effect.

Q. Has Staff reviewed Mr. Bourassa's rebuttal testimony statement: "Is Staff's

depreciation expense different than the company's?" ("Bourassa Rb") at 16.

A. Yes.

Q-

A.

Does Staff agree with Mr. Bourassa's rebuttal testimony?

Staff agrees that this difference is attributable to the2.8 percent General Office P1ant

allocation rather than the 4.0 percent used by Staff, which it stil l considers to more

appropriately match test year revenues, operating expenses and plant.

I

:

!
1

i

Q, I

I

i

Has Staff reviewed M r . Bourassa's rebuttal testimony concerning Staff's

adjustments to normalize chemicals, repairs and maintenance and insurance

expenses? ("Bourassa Rb") at 31 -32. .

Yes.A.

Q-

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

A.

Does Staff agree with Mr. Bourassa's rebuttal testimony?

No. Nomalizingis a basic ratemaking principle. Its purpose is to make the test year as

normal as possible for the puxposeof setting rates that are just and reasonable for the

ratepayers and investors .

24 Q- Has Staff reviewed M r . Bourassa's rebuttal testimony concerning Staff's

adjustments to normalize insurance expense?25

26 Yes.A.

.

i
1
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1 Q-

2

3

A.

What does Staffrecommend regarding insuranceexpense?

Staff recommends that the negative $1,294 be used for the test year instead of a

normalized amount. .

Q~ Has Staff reviewed Mr. Bourassa's rebuttal testimony concerning Staffs

adjustments to normalize chemicals expense?

A. Yes.

Q-

A.

Does Staff agree with Mr. Bourassa's rebuttal testimony?

No.

4

5

6

7

8

9

10

11

12

13

14

Q-

A.

Has Staff reviewed Mr. Bourassa's rebuttal testimony concerning Staff's

adjustments to normalize repairs and maintenance expense?

Yes.

Q- Does Staff agree with Mr. Bourassa's rebuttal testimony?

No.

Q- Does this conclude your surrebuttal testimony?

I

15

16

17

18

19

20 A. Yes, it does.

I

I

I

A.
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1 INTRODUCTION

2

3

4

Please state your name and business address.

My name is Timothy J. Coley. My business address is 1110 W. Washington,

Suite 220, Phoenix, Arizona 85007.

6

7

In what capacity and by who are you employed?

l am a Public Utilities Analyst V employed by the Residential Utility Consumer

8 Offic-8 ("RUCO").

9

10

11

12

Please state your educational background and qualifications in utility regulation.

Appendix 1, attached to my direct testimony, describes my educational

background and includes a list of the rate cases and regulatory matters in which l

13 have participated .

14

'16

Have you previously testified in rate proceedings before the Arizona Corporation

Commission ("ACC")'?

17 Yes. I have previously presented testimony regarding revenue requirements in

18 rate case proceedings before the Arizona Corporation Commission (hereafter

19 referred to as "ACC" or "Commission").

20

21 Are you time same Timothy J. Coley who previously filed direct testimony in this

22 case?

23 Yes.

15

5

A.

Q.

A.

A.

Q.

Q.

A.

Q.

A.

Q.

1
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1

2

3

4

5

Please state the purpose of your surrebuttal testimony in this case.

The purpose of my surrebuttal testimony in this case is to present RUCO's

responses and positions to Chaparral City Water Company's, Inc. (hereafter

referred to as "Chaparral", or "Company") rebuttal testimony filed on October 31,

2008 for a permanent rate increase for Chaparral City Water.

6

7 I will also respond to certain Commission Staff ("Start") adjustments accepted by

8 the Company in its rebuttal testimony filing.

9

10

'11

What specific areas will your testimony address?

I will sponsor RUCO's recommended overall revenue requirements, rate base

12 adjustments, operating income and expense adjustments, a proposed low-

13 income program, other remaining issues, and the rate design pertaining to the

14 Company.

15

16 Are there other RUCO witnesses that will provide testimony and sponsor other

17 areas of this rate proceeding?

18 Yes. RUCO witness Mr. William A. Rigs by is providing testimony and sponsoring

19

20

RUCO's recommended cost of capital and capital structure issues. He will also

address rate case expense pertaining to the legal fees associated with the

21 Company's Appeal and Remand of Commission Decision No. 68176.

22

A.

Q.

Q.

A.

Q.

A.

2
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1 Please identify the exhibits and schedules that you are sponsoring in this

2

3

4

5

testimony.

The schedules are labeled TJC-1 through TJC-36 respectively. The exhibits that

support my testimony follow immediately after my schedules and are labeled

RUCO Exhibit 1 through RUCO Exhibit X.

6

7

8

Does your silence on any issues or matters pertaining to the Company's rebuttal

testimony constitute RUCO's acceptance of the Company's position?

9 No.

'10

11 SURREBUTTAL REVENUE REQU1RENiENTS

12 P\ease summarize your surrebuttal response to Chaparral City Waterer's rebuttal

13 testimony and your recommended surrebuttal revenue requirements.

14 Chaparral's revenue should be increased by $1 ,144,478. This recommendation

15 is summarized on Schedule TJC-1. My recommended fair value rate base

16 ("FVRB") is $27,498,329 for the Company. This information is shown on

17

18

19

Schedule TJC-2, and the detail supporting the original cost rate base is

presented on Schedule TJC-3. My recommended proposed operating income for

Chaparral City Water should be no more than $1,754,393 as shown on Schedule

20 TJC-27.

21

22

23

x.

Q.

A.

Q.

Q.

A.

3
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1 SUMMARY

2 Please summarize what areas your surrebuftal will address in this proceeding,

3 My surrebuttal testimony addresses the following areas:

4

5 Original Cost Rate Base ("OCRB") Adjustments:

6 Adi. #1 .-. Intentionally Left BIanka

7

8 Adi. #2 .-. Intentionally Left Blank

9

10 Adi. #3 - Remove Wells 8 8; 9 -. These two wells are no longer in service. This

11 adjustment removes well numbers 8 8 9 from Gross Utility Plant in Service

12 ("GLJpls") and reduces plant bY $107,412. A corresponding adjustment of

"IN $107,412 to accumulated depreciation is necessary 'to eliminate the related

14 accumulated depreciation.

15

16 Adi. #4 - Intentionally Left Blank

17

18 Adi. #5 -. Remove Shea Treatment Plant #1 - The Shea Treatment Plant #1 has

19 not been in service since 2003. This adjustment removes Shea Treatment Prent

20 #1 from GUPIS and reduces plant by $2,010,923 A corresponding adjustment

1 Adjustments are labeled "intentionally Left Blank" for one of the following reasons: 1) the adjustment
does not pertain to this particular section of adjustments or 2) the adjustment is simply a place Nolder for
a future adjustment.

Q.

A.

4
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1

2

to accumulated depreciation is necessary in the amount of $2,010,923 to

eliminate the related accumulated depreciation.

3

4 Adi. #6 ... Capitalize Expensed Plant Items -- This adjustment increases GUPIS

5 by $80,891.

6

7

8

The Company expensed some plant items that are more

appropriately capitalized as agreed to by the Company. RUCO accepts the

Company's corresponding adjustment to increase accumulated depreciation by

$3,265. The adjustment to decrease the appropriate expenses will be discussed

9 later in the operating income section.

10

11 Adi. #7 ..- Intentionally Left Blank

12

13 Adi. #8 -- Intentionally Left Blank

14

15 Adi. #9 .-. Direct Plant .- This adjustment increases GUPIS by $32,536. The

16

17

Company agrees that it failed. to carry these plant items forward to the

appropriate schedules in its rate application.

18

19 Adi. #10 -.- General Office Plant and Accumulated Depreciation- This adjustment

20 reduces General Office Plant by $95,944 ad Accumulated Depreciation by

21 $51,498. The adjustment corrects the Con parry's 4-Factor General Office

22 allocation factor from 3.21 percent to 2.8 percent.

23

5
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1 Adi. #11 Remove Post-test year General Office Plant This adjustment

2 removes post-test year plant and reduces General Office plant by $15,434.

3

4 Adi. #12 - Well Settlement Proceeds - This adjustment recognizes 100 percent

5 of the settlement proceeds as a regulatory liability in the amount of $1,216,000

and is consistent with Staff's recommendation.6

7

8 Adi. #13 .- lntenticbnallv Left Blank

9

10 Adi. #14 - Contributions in Aid of Construction ("CIAc"l -. This adjustment

11 increases GIAC and OCRB by $1,523. The Company used an amortization rate

that was different than authorized in Commission Decision No. 68176.12

13

14 Adi. #15 - Additional Central Arizona Project ("CAP"1 Allocation - This

15

16

adjustment removes the 50 percent of the additional CAP allocation as not used

and useful. It removes 100 percent of the deferred regulatory asset and places

17 50 percent, $640,000, of it into a non-depreciable plant account.

18

19

20

Adi. #16 - Working Capital .- This adjustment reduces working capital in the

amount of $100,122 by including a cash working capital calculation that the

21 Company agreed to in its rebuttal testimony.

22

23

6
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1 Reconstruction Cost New Less Depreciation ("RCND") Rate Base Adjustments:

2 Adi. #1 Reconstruction Cost New ("RCND") Factor Rounding... The adjustment

3

4

decreases RCND direct plant by $118 and corrects the Company's truncating of

the RCND factor when trending the plant up to reconstruction cost new values.

5

6 Adi. #2 - Correct Plant Account 304 RCND Index Factors on Three Line Items

7

8

9

10

This adjustment reduces both GUPIS and accumulated depreciation by $17,807

and $4,411 respectively. It corrects the RCND Index Factors for three direct

plant line items in account 304 as agreed to by the Company in its rebuttal

testimony.

11

12 Adi. #3 .- Remove Wells 8 8¢ 9- This adjustment removes well numbers 8 8¢ 9

13 from RCND GUPIS. It reduces both plant and accumulated depreciation by

14 $441 ,470, because these Mo wells are no longer in service.

15

Adi. #4 - Intentionally Left Blank

17

18 Adi. #5 - Remove Shea Treatment Plant #1 - This adjustment removes Shea

19 Treatment Plant #1 from RCND GUPIS and reduces plant and accumulated

20 depreciation by $3,262,891. This plant has not been in service since ZOOM.

21

22

23

Adi. #6 -.- Capitalize Expensed Plant Items - This adjustment increases GUPIS

The Company expensed some plant items that are moreby $80,891.

16

7
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1 appropriately capitalized as agreed to by the Company. RUCO accepts the

2

3

Company's corresponding adjustment to increase accumulated depreciation by

$3,265. The adjustment to decrease the appropriate expenses will be discussed

4 later in the operating income section.

5

6 Adi. #7 - Intentionally Left Blank

7

8 Adi. #8 -.. Intentionally Left Blank

9

10 Adi. #9 - Intentionally Left Blank

11

12 Adi. #10 - General Office RCND Plant and Accumulated Depreciation - This

13

14

adjustment decreases both plant and accumulated depreciation by $126,720 and

It corrects the Company's 4-Factor General Office$67,617, respectively.

15 allocation factor from 3.21 percent to 2.8 percent as agreed to by the Company in

16 its rebuttal testimony.

17

18 Adi. #M .-. Remove Poet-Test Year General Office Plant .-- This adjustment

19 removes post-test year plant, reduces General Office plant by $15,434, and

20 increases accumulated depreciation by $1,404.

21

22 Adi. #12 - Well Settlement Proceeds .-.. This adjustment recognizes 109 percent

23 of the settlement proceeds as a regulatory liability in the amount of $1 ,216,000.

8
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1 Adi. #13 .- Advances in Aid of Construction ("AIAC") -. This adjustment reduces

2

3

AIAC and RCND rate base by $109,513 because any adjustment to GUPlS will

cause a change to the AIAC RCND Factor. This wilt be discussed later in my

4 testimony.

5

6 Adi. #14 - Contributions in Aid Of Construction ("ClAC") - This adjustment

7 increases CIAC and RCND GUPIS by $2,351. The Company used an

amortization rate that was different than authorized in Commission Decision No.8

9 68176.

10

11 Adi. #15 Additional Central Arizona Proiect ("CAP") Allocation This

12 adjustment removes the 50 percent of the additional CAP allocation as not used

and useful. It removes 100 percent of the deferred regulatory asset and places13

14 50 percent, $640,000, of it into a non-depreciable plant account.

15

16 Adi. #16 Working Capital This adjustment reduces working capital in the

17

18

amount of $100,122 by inducing a cash working capital calculation that the

Company agreed to in its rebuttal testimony.

19

20 Operating Income Adjustments:

Qt Adi. #1 Depreciation 8 Amortization Expense .-- This adjustment determines the

22 level of depreciation end amortization expense that should be allowed on a going

9
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"I fowvard basis. Chaparral requires an adjustment that reduced the level of

2 depreciation and amortization expense by $67,021 .

3

4 Adi. #2 - Propertv Tax Expense - This adjustment reduces property tax expense

5 by adjusting two factors: 1) the three years of revenue used in the Arizona

6

7

Department of Revenue ("ADOR") Tex valuation formula and 2) the net book

value of the vehicles, The adjustment reduced property tax expense by $77,724.

8

9 Adi. #3 - Miscellaneous Expense .-  This adjustment reflects Staffs

10 recommendation to increase miscellaneous expense by $38,164 that the

11 Company agreed to in its rebuttal testimony.

12

ts

14

'IN

16

Adi. #4 -- Rate Case Expense - This adjustment reduces the Company's level of

rate case expense requested by $51,538. The adjustment removes unamortized

rate case expense related to the Company's previous rate case. RUCO witness,

Mr. Rigs by, will address the issue of additional rate case expense requested by

17 the Company associated with the prior rate case appeal.

18

19 Adi. #5 -.- Purchased Water .-. This adjustment reduces purchased water expense

20 by $10,186 The adjustment reflects the Company's rebuttal position.

21

10
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1 Adi. #6 - Outside Services Expense - This adjustment decreases outside

2 services expense by $71,000 because of a non-recurring expense on a going

forward basis.3

4

5 Adi. #7 Water Revenues This adjustment increases water revenues by

6 $58,310 due to actual gallon's being used rather than estimates used by the

7

8

Company in its direct testimony in annualizing its revenue. RUCO accepts the

Company's rebuttal position regarding this adjustment.

9

10 Adi. #8 .- Remove Expensed Plant Items and Capitalize - This adjustment

11

12

13

"IN

decreases Repairs 8 Maintenance Expenses by $43,217 and adopts Staff's

adjustment to decrease Outside Services Expense by $38,049 for a total

adjustment of $81,266. The Company expensed some plant items that are more

appropriately capitalized as discussed in the rate base sections of my testimony.

15

16 Adi. #9 - Water Testing Expense- This adjustment adopts Staffs adjustment to

to normalize water testing expense. it decreases the expense by $17,820, which

18
I

the Company accepted in its rebuttal testimony.

19

20 Adi. #10 .- Purchased Power Expense - Tris adjustment increases purchased

21 power expense by $11 ,619 to pump additional gallons of water derived from the

22 revenue annualization calculation. it is the same adjustment proposed by the

23 Company in its rebuttal testimony.

11
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1 Adi. #11 Amortization of Additional CAP Allocation .- This adjustment removes

2

3

the deferred regulatory asset amortization expense of $64,000, which is

consistent with the Company's rebuttal position.

4

5 Adi. #12 Income Tax Expense This adjustment increases income tax

6 expense by $194,666 to reflect RUCO's recommended taxable income.

7

8 Other Remaining Issues

9 Low-Income Program - The Company suggested that it would propose a Low-

10 Income Program ("LIP") prior to the hearing for the parties to review. RUCO

11 generally supports LlP's and will review it once it is available. The Company

stated that all customers would have to subsidize the program accordingly.12

13

14 i CAP Hook-up Fee .- RUCO recommends that the language on Company

15 Schedule H-3, page 3, line 22 and lines 30 through 32 be struck. The Company

never addresses this issue in either its direct or rebuttal testimeriies,16

17

to Grossing-up Taxes for Service Lines /Meter Installations ..-. The Company has

19 proposed that service line and meter installations are now taxable income for

20 income purposes. RUCO is not aware of any changes that substantiate that

21 claim.

22

12
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1

2

3

4

Did the Company propose that service lines and meter installations be grossed-

up for taxes?

Yes. The Company made this request on Company Schedule H-3, page 4 but

was silent on the issue in written testimony.

5

6

7

What recommendation is RUCO making regarding this proposed treatment to

gross these service lines and meter installations up for taxes?

8

9

10

RUCO recommends the Commission deny the request unless the Company can

cite some change in ACC rules and/or Internal Revenue Service Regulations

11 identifying a change that would allow such treatment.

12

13 Interest Synchronization

14

RUCO has adopted the Company's position on

interest synchronization and has multiplied Cheparrais FVRB times RUCO's

15

16

recommended weighted cost of debt to calculate an appropriate interest expense

deduction which is reflected in RUCO's recommended level of test year adjusted

17 income tax expense.

18

19 RATE DESIGN

20 Is RUCO filing a new rate design in surrebuttal testimony?

21 Not at this time. As a result of RUCO's modified position, it will be filing revised

22 rate design schedules prior to the hearing that reflect RUCO's surrebuftal

Q.

A.

Q.

A.

A.

Q.

13
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1 revenue recommendation. RUCO's surrebuttal revenue recommendation is

2 approximately 7.4 percent more than its direct testimony recommendation.

3

4

5

ORIGINAL COST RATE BASE ("OCRB")

OCRB Adjustment #1 - intentionally Left Blank

6

7 OCRB Adjustment #2 - Intentionally Left Blank

8

Q OCRB Adjustment #3 - Remove Wells 8 and 9

10

11

12

Has true Company agreed to remove Wells 8 and 9 from rate base that are no

longer in service?

13 Yes.

14

15 What adjustment did RUCO make to remove the two wells from OCRB that are

16

17

18

19

no longer in service?

RUCO accepted the Company's position to adopt Staff's recommendation and

removed $107,412 from GUPIS. A corresponding adjustment to accumulated

depreciation was also adopted by RUCK that decreased accumulated

20 depreciation by $107,412

21

22

23

Q.

A.

Q.

A.

14



Surrebuttal Testimony of Timothy J. Coley
Zhaparral City Water Company, Inc.
DOCKET NO. w-02113A-07-0551

1

2

Is this a different adjustment than RUCO recommended in its direct testimony?

RUCO's surrebuttal adjustment is essentially the same as its direct testimony

3 adjustment. The only difference in RUCO's two recommendations is the amount.

Staff identified an additional $3,944 that was related to an electric pump on one4

5

6

of the wells. The Company adopted Staff's number in rebuttal testimony. RUCO

also adopts Staffs number of $107,412 to remove the two wells in surrebuttal

7 testimony.

8

9

10

OCRB Adjustment #4 - intentionally Left Blank

OGRB Adjustment #5 - Remove Shea Water Treatment Plant 1

11

12

Did the Company adopt RUCO's adjustment to remove Shea Water Treatment

Plant 1 from OCRB because it is no longer in service?

13 Yes.

14

15 What adjustment is necessary to remove the Shea Water Treatment Plant 1 from

"IG OCRB?

17 A corresponding adjustment to decrease GUPIS and accumulated depreciation

in the amount of $2,010,923 was necessary to remove the Shea Water18

19 Treatment Plant from OCRB.

20

21

22

23

Q.

A.

Q.

A.

Q.

A.

15
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1 OCRB Adjustment #B - Capitalize Plant Items Previously Expensed

2 Did the Company accept RUCO's adjustment to capitalize plant items that were

3

4

previously expensed?

Yes. The Company not only accepted RUCO's adjustment but also accepted

5 Staff's adjustment to capitalize additional plant that was previously expensed.

6 RUCO adopts the Company's proposal in surrebuttal testimony.

7

8

9

What adjustment did the Company propose in adopting both Staff and RUCO's

adjustment to more appropriately capitalize plant items rather than expensing

'IO them?

11

12

13

'14

The Company capitalized both RUCO and Staffs adjustments to add an

additional $80,891 to GUPIS and increased accumulated depreciation by $3,265

relating to the plant items. A corresponding adjustment is made on the income

statement to remove the expensed items and will be discussed later.

15

16 OCRB Adjustment #7 - Intentionally Left Blank

17

18 OCRB Adjustment #8 - intentionally Left Blank

19

20

21

22

Q.

x.

Hz.

A.

TO
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1 OCRB Adjustment #9 - Additional Plant that was not carried forward to Company

2 Schedule B-2

3

4

Does RUCO accept the Company's adjustment to properly reflect additional plant

in service, which the Company failed to carry forward to its Schedule B-2?

5 Yes. RUCO made an adjustment to account for the plant.

6

7 What adjustment did RUCO make to account for the additional plant?

8

9

RUCO made an adjustment in the amount of $32,536 to increase GUPIS to

account for the additional plant.

10

11 OCRB Adjustment #10 - To Correct General Office Plant Allocation Factor

12 Did the Company accept RUCO's adjustment to correct the general office plant

allocation factor?13

14

15

Yes. The Company accepted RUCO's adjustment that corrects the general

office plant allocation factor to 2.8 percent rather than the 3.21 percent utittzed by

16 the Company in its rate application.

17

18

19

20 r

What adjustment did RUCO make to correct the general office allocation factor?

General office plant in service should be decreased by $95,944 and accumulated

depreciation should be decreased by $51 ,498 based on the 2.8 percent

allocation factor mentioned above as shown on Schedule TJC-10, pages 1 and21
I

22

23

Q.

A.

Q.

A.

Q.

A.

A.

Q.

2.

17
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1 DCRB Adjustment #11 - To Remove Post Test Year General Office Plant from

Mccounts 303 and 3402

3 Did the Company accept RUCO's adjustment to remove post test year genera!

4

5

6

office plant?

The Company did not address RUCO's adjustment to remove the post test year

general office plant from OCRB.

7

8 What is RUCO's position regarding this post test year general office plant in

9 surrebuttal testimony?

10 RUCO maintains its same direct testimony position to remove $15,434 of 2007

11 post test year general office plant from accounts 303 and 340.

12

13 OCRB Adjustment #12 .- Treatment of Wells Proceeds

14 Does RUCO maintain its direct testimony position of a 50/50 sharing of the well

15

16

17

proceeds between the shareholders and ratepayers?

No. After reading Staffs direct testimony rationale that ratepayers should receive

100 percent of the settlement proceeds, RUCO is compelled to adopt Staff's

to reasoning and support its position.

19

20

21

2.

x.

Q.

Q.

A.

18
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1

2

3

Does RUCO agree with the Company's reasoning that the proceeds should be

treated the same as the Arizona Water Company - Eastern Group's Pinal Creek

Group Settlement proceeds, Commission Decision No. 668497

There is a definite distinction between that case and Chaparral's Fountain Hill4

5 Sanitary District ("FHSD") case. Here, the wells are fully depreciated. in the

6 Arizona Water Company situation, the Company's assets were not ful ly

7 depreciated.

8

g What accounting treatment is RUCO recommending for the sett lement

10

'11

proceeds?

RUCO recommends the same accounting treatment that Staff recommends. The

12 1
E

proceeds should be treated as a regulatory liability.

13

14 Q.
3

What adjustment does RUCO recommend to treat the settlement proceeds as a

"IN 9
|

16

regulatory liability?

RUCO recommends reducing rate base by $1.52 million less Staff's calculated

17 amortization expense for 2005 and 2006, which leaves a regulatory liability

balance of $1216,00018

19

20 OCRB Adjustment #13 .-. intentionally Left Blank

21

22

23

Q.

A.

Q.

A.

A.

19
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1 OCRB Adjustment #14 - To Correct Amortization Rate of Contributions in Aid of

2 Construction ("ClAC")

3 Did the Company address RUCO's adjustment that corrects the CIAC

amortization rate?4

5 No. The Company did not address this adjustment in its rebuttal testimony.

6

7 What position does RUCO take in its surrebuttal testimony regarding the GIAC

amortization rate?8

9

10

11

RUCO maintains its direct testimony position that Commission Decision No.

68176 authorized a GIAC amortization rate of 3.3588 percent. The Company

utilized a composite rate of all the Company's accounts. RUCO does not believe

12 that is the correct method to determine an amortization rate.

13

14

"IN

16

Why do you believe that e total Company composite rate is improper?

GIAC consists primarily of mains, services, and meters with 2-3 percent

depreciation rates - not higher depreciable plant like transportation equipment at

'17 a 20 percent rate and communication equipment at e 10 percent rate. RUCO

18 believes the Commission establishes the CIAC amortization rate in rate case

19 decisions, and that rate will remain constant going forward until the next rate

20 case decision. If the Commission disagrees with that understanding, another

21 way to derive a composite amortization rate for GIAC would be to use only the

22 accounts in which CiAC resides rather than a composite rate for all plant

23 accounts.

Q.

A.

Q.

A.

Q.

A.

20
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1 Did you do an analysis using just the accounts that GIAC exists in?

2 Yes.

3

4 What composite rate did you derive when using only accounts in which CIAC

5 exists?

6 I derived at a 2.96 percent composite CIAC amortization rate.

7

8 If the Commission decides to set GIAC amortization rates in rate decisions, what

9

10 A.

adjustment is RUCO recommending?

RUCO recommends increasing CIAC by 331 ,523 as shown on Schedule TJC-12.

11

12 OCRB Adjustment #15 - Treatment of Additional CAP Allocation

13

14

Does RUCO maintain its direct testimony position in surrebuttal regarding the

100 percent disallowance of an additional Central Arizona Project ("CAP") water

15 allocation of 1,931 acre-feet?

16 No. RUCO's surrebuttal position regarding the additional CAP allocation has

17 been modified.

18

19 Please explain RUCO's surrebuttal position regarding the additional CAP

20 allocation.

21 RUCO is recommending that 50 percent of the cost of the additional CAP

22 allocation be placed in a non-depreciable plant account .- Account 303 - Land

23 and Land Rights.

A.

Q.

Q.

A.

Q.

Q.

A.

Q.

A.

21
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1

2

3

Why is RUCO recommending that 50 percent be placed in a non-depreciable

plant account?

RUCO recognizes and commends the Company's decision to help reduce and

4 conserve groundwater usage with surface water.

5

6 Why is RUCO only allowing 50 percent of the total $1.28 million cost of the

additional CAP allocation to be included in UPlS in a non-depreciable plant7

8 account?

9

10

11

RUCO origineiiy did not regard the CAP allocation as used and useful in the

provision of water service. However, in deference to the Company's future

source of supply concerns, RUCO now recognizes that some portion of the CAP

12 allocation should be given rate base treatment. Accordingly, RUCO is now

13

14

15

16

17

18

recommending that 50 percent of the CAP allocation should be given rate base

treatment. For these reasons, RUCO has partially adopted the Staff's position on

this issue and is recommending that 50 percent of the CAP allocation be booked

into a non-depreciable plant account. RUCO believes that the remaining 50

percent should be included in rate base at a future point in time when it is

deemed used and useful (See Bourassa Rebuttal at 29-30, Millsap Direct at 17,

to I and Scott at 11).

20

21

22

23

Q.

A.

Q.

A.

22
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1 OCRB Adjustment #16 - Working Capital

2

3

Did the Company accept RUCO's working capital adjustment and thus its

Read/Iag study to calculate cash working capital?

4 Yes.

5

6

7

8

9

What adjustment did RUCO make for cash working capital?

RUCO's adjusted working capital to reflect the cash working capital requirements

decrease working capital by $100,122. This number fluctuates as adjustments

are made and/or accepted because it is dependent on operating expense levels.

10

11 RECONSTRUCTION COST NEW LESS DEPRECIATIGN RATE BASE ("RCND"):

12 RCND Adjustment #1 - RCND Factor Rounding

13

14

15

Did the Company address RUCO's adjustment to eliminate the truncation issue

for the RCND Factor that is used to trend UPIS up to its reconstruction cost new

16 value?

17 No. The Company did not address this adjustment in its rebuttal testimony.

18

19 Would you please explain RUCO's RCND Factor rounding adjustment?

20 Yes. The Company's Schedule B-4, pages 1-7, truncates the RCND Factor. To

21 correct this problem, RUCO inserted a mathematical formula into the RCND

22 Factor cells to carry out the proper multiplication.

23

Q.

A.

A.

Q.

Q.

A.

A.

Q.
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1 1 Q.

2

3 1 A.

4

Is RUCO proposing the same recommendation in surrebuttal testimony that it did

in direct testimony to eliminate the Company's truncating?

Yes. RUCO recommends reducing the RCND plant in service by $118 and

increasing accumulated depreciation by $1 as shown on Schedule TJC-16.

5

6 lRCND Adjustment #2 - Correct Account 304 Index Factors

7

8

9 IA.

10

I Q. Did the Company accept RUCK's adjustment that corrects the index factor for

the three plant line items in Account 304?

Yes. The Company accepts RUCO's adjustment and adjusted its RCND plant

value downward by $17,805 in its rebuttal testimony.

11

12 4RCND Adjustment #3 - Remove Wells 8 and 9 - Not In Service

13 i Q. Did tote Company agree with RUCO's RCND adjustment #3 to remove WeHr 8

and 9 from UPIS?14

15 AI-\_

16

17

18

Yes. This adjustment is discussed in RUCO's OCRB section of surrebuttai

testimony. Many of the RCND adjustments are mere reflections of the same

adjustments in RUCO's OCRB section with the exception being that the RCND

adjustments are trended up to a RCND value.

19

20 1 Q. Does RUCO agree with the amount of the Company's adjustment?

21 1 A. Yes. RUCO agrees with the Company's adjustment that removes UPIS and

22 accumulated depreciation in tae amount of $441 ,470.

23
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1 RCND Adjustment #4 - Remove Double Count of RCND Plant Transfers from ACC

Decision 681762

3 Did RUCO reconsider its RCND adjustment #4 that removed what RUCO

characterized as a double count of UPiS authorized in Decision No. 68176?4

5 Yes. RUCO is now in agreement with the Company regarding this adjustment.

6

7

8

9

What adjustment was necessary to correct RUCO's direct testimony position on

this possible double count of Upls?*

RUCO removed its adjustment in the surrebuttal schedules. However, it was

10 I

i

11

12

'IN

necessary to make the same adjustment, an addition, in the OCRB schedules to

account for UPIS the Company did not bring forward to its B-1 and B-2

Schedules. This adjustment is shown in RUCO's OCRB adjustment #9, which

increased UPIS by $32,536.

14
1

15 RCND Adjustment #5 - Remove Shea Water Treatment Plant 1

16 Did the Company accept RUCO's adjustment to remove the Shea Water

Treatment Plant 1 from RCND rate base?17

18 Yes. Again, this adjustment is a mirror reflection of the same adjustment in

19

20

RUCO's OCRB section. The only difference here is it has been trended up to a

RCND value. The adjustment decreases the RCND UPIS and accumulated

21 depreciation by $3,262,891. This plant has not been in service since 2003.

22

23

Q.

A.

Q.

A.

Q.

A.
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Surrebuttal Testimony of Timothy J. Corey
,haparrai City Water Company, inc.
DOCKET no w-021 13A-07-0551

1

2

QCND Adjustment #6 - Capitalize Expensed Plant Items

Did the Company accept RUCO's RCND adjustment #6 to capitalize expensed

3

4

plant items?

Yes. This adjustment is explained in RUCO's OCRB section of this testimony.

5

6 RCND Adjustment #7 - Intentionally Left Blank

7

8 RCND Adjustment #8 =.RCND Trended Direct Plant Accumulated Depreciation

9 Has the Company accepted RUCO's RCND adjustment that reconciles the

10 accumulated depreciation balance to RUCO's recommended level cf

11

to

13

14

15

accumulated depreciation?

The Company does not explicitly address this adjustment to accumulated

depreciation. After reviewing both the Company's Schedule B-1, page 1 and

RUCO's Schedule TJC-2, which provide the same information, RUCO has come

to the conclusion that many of the Company's accepted adjustments from both

16 Staff and RUCO has largely accounted for this adjustment. In an effort to

17 eliminate some issues in dispute, RUCO has removed this adjustment.

18

19 RCND Adjustment #9 -- Intentionally Left Blank

20

21

22

2.

4.

Q.

A.
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1

2

RCND Adjustment #10 - Correct General Office 4--=Factor Plant 8= Accumulated

Depreciation Allocator

3

4

Did the Company accept RUCO's adjustment to correct the general office 4-

Factor Allocator for plant and accumulated depreciation?

5 Yes. This adjustment was fully explained in RUCO's direct testimony. it is also

6

7

briefly discussed in this testimony at the OCRB section. This adjustment is

merely trended up to a RCND value.

8

9 RCND Adjustment #11 - Remove Post-Test Year General Office Plant

10 Did the Company address RUCO's adjustment to remove post test year general

11

12

office plant?

No. A discussion regarding this adjustment was provided in the OCRB section of

13 this testimony.

14

15

16

17

18

19

What adjustment is necessary to recognize and remove the post-test year

general office plant? .

Since this is post-test year plant, the adjustment is identical in both OCRB and

RCND rate base adjustments because there is no RCND trending factor to

This adjustment reduces GUPIS by $15,434 and increasesconsider.

20 accumulated depreciation by 331 ,404 for both OCRB and RCND rate bases.

21

22

23

Q.

A.

Q.

A.

Q.

A.
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1 RCND Adjustment #12 Treatment of the Fountain Hills Sanitary District

2 ("FHSD") Wells Settlement Proceeds

3 Q. What is RUCO's position regarding the FHSD Settlement proceeds with the

4

5

6

Company?

RUCO explained its position regarding the FHSD Settlement proceeds in the

OCRB section of this testimony.

7

8

9

RCND Adjustment #13 - Advances in Aid cf Construction ("AIAC") Adjustment

Did the Company address RUCO's adjustment to AIAC in rebuttal testimony?

10 No.

11

12

13

14

15

What is RUCO's position to this adjustment since the Company did not address it

in its rebuttal testimony?

As explained in RUCO's direct testimony, "any adjustment to plant in sen/ice will

cause the AIAC factor to change because the AlAn factor is the ratio of the

to RCND plant in service to the original cost plant in service. All Of RUCO's

17

18

adjustments to either RCND or OCRB plant in service caused a minor

modification Io the AIAC factor. Thus, RUCO's AIAC factor is slightly larger than

19 the Company's factor."

20

21

22

A.

A.

Q.

Q.

A.
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Chaparral City Water Company, Inc.
DOCKET NO, w-021 13A-07-0551

1 Did the Company make any adjustment for AIAC when accepting any of Staff or

2 RUCO's rate base adjustments?

3 Yes. The Company's RCND AIAC balance changed from its direct to rebuttal

4 testimonies. The amount of change authorized by the Commission in this case

5 will be determined by the adjustments approved in its Decision. RUCO's

6 recommended plant levels are different than the Company's resulting in different

7 levels of RCND AIAC balances.

8

9 RCND Adjustment #14 - Contributions in Aid of Construction ("ClAC")

10 Did the Company address RUCO's adjustment to GIAC?

11 No. However, the only difference in this adjustment and the same OCRB CIAC

12 balance adjustment is this adjustment has been trended up to a RCND value.

13 Please see RLJCO's OCRB section for its, rationale for the adjustment.

14

15 RCND Adjustment #15 - Remove the Deferred Asset and Record 50 Percent in a

16 Non-Depreciab!e Plant Account - Additional CAP AHocation")

17 Is this the same adjustment that RUCO made in its OCRB section of this

18 testimony?

19 Yes. Please see that section of RUCO's testimony for 3 complete discussion.

20
,1

Q

21

22

23

Q.

A.

Q.

A.

A.

Q.
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1 QCND Adjustment #16 - Working Capital

2

3

Did the Company accept RUCO's working capital adjustment and thus its

lead/lag study to calculate cash working capital?

4 Yes .

5

6

7

8

g

What adjustment did RUCO make for cash working capital?

RUCO's adjustment to working capital to retiest the cash working capital

requirements decreases working capital by $100,122. This number fluctuates as

adjustments are made and/or accepted because it is dependent on operating

10 expense levels.

11

12 OPERATING INCOME & EXPENSES:

13 Operating Adjustment #1 - Depreciation 81 Amortization Expense

14 What is the difference between RUCO's and the Company's depreciation

15

16 E

17

expense recommendations?

The primary difference between RUCO's direct schedules and the Company's

rebuttal schedules is that RUCO inadvertently utilized "Test Year Book Results"

18 rather than the adjusted test year depreciation balance as a basis for its

19 adjustment. RUCO has corrected its Depreciation Expense Schedule. That

20 correction alone accounted for approximately $25,000 of the reduction to

21 RUCO's direct testimony schedules. A second reason RUCO's depreciation

22

23

expense differed from the Company's is because RUCO had not made the plant

reclassification adjustment recommended by Staff and adopted by the Company.

2.

x.

Q.

4.

Q.

A.
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1 RUCO does not object to the reclassification adjustment. The remaining

2 discrepancy results from slight differences in recommended plant balances.

3

If RUCO doesn't object to the plant reclassification adjustment, why hasn't RUCO

5 I
I made the adjustment in surrebuttal?

6

7
I

8

The primary reason was time. RUCO had not completed any analysis or review

of the adjustment. The Company and RUCO are within a $3,000 difference of

depreciation expense without having made the reclassification adjustment.

9

10 Operating Adjustment #2 - Property Tax Expense

'H

12

13

14

15

Q. What are the primary difference in RUCO's direct and the Company's direct

position regarding property tax expense?

RUCO used an alternative methodology rather than three years of historical

gross revenues. RUCO's alternative methodology uses two years of historical

revenues and one year of RUCO's proposed level of revenue.

16

17

18

Did RUCO provide any empirical evidence in its direct testimony indicating the

Company has over-collected on its property tax expense that was last authorized

19 on September 30, 2005?

20 Yes. RUCO obtained the property tax expense for years 2004 through 2006

21

22

from the Company's rate application. The actual property tax expense for years

2007 and 2008 was obtained from Arizona Department of Revenue ("ADOR") as

23 shown below:

4

A.

Q.

A.

Q.

A.
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2004 2005 2005 2007 20081

2 Property Tax Expense $ 280,537 S 279,529 $ 241,774 $ 207,162 35 187,214

3

4 Commission Decision No. 68176 made an allowance for property Tex expense in

5 the amount of $299,495. In none of those years was that level of property tax

6 expense achieved. Actually, the disparity is growing between what was

7 authorized and the property tax expense actually incurred.

8

9 Operating Adjustment #3 - Miscellaneous Expense

10 What is RUCO's adjustment to miscellaneous expense?

11 RUCO adopts StafFs recommended miscellaneous expense adjustment that was

12 accepted by the Company in rebuttal testimony.

TO

to Operating Adjustment #4 - Rate Case Expense

15 Did the Company make any concessions in its rebuttal testimony concerning rate

16 case expense?

17 Yes . The Company decided to forgo any unamortized rate case expense

18 resulting from Decision 68176.

19

20 Is RUCO's position the same as in its direct testimony regarding the Appeal and

21 Remand ofDecision 68176?

22 Yes. This is discussed in RUCO witness, Mr. Rigs by's testimony.

23

A.

Q.

Q.

A.

Q.

A.
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1 >perating Adjustment #5 - Purchased Water Expense

2 Did RUCO accept the Company's rebuttal adjustment to purchased water

3 expense?

4 Yes .

5

6 Jperating Adjustment #6 - Outside Services Expense

7 Did the Company address RUCO's adjustment to outside services?

8 No.

Q

10

11

12

13

"IN

15

16

17

What is RUCO's surrebuttal position regarding its outside services adjustment?

RUCO's surrebuttal position is the same as in its direct testimony. RUCO's audit

of outside service invoices determined that the Company eliminated an outside

service person on May 22 of the test year that provided water supply

superintendent services for the Company. The Company replaced these

services with an employee. The charges in the test year for the outside service

person are a nonrecurring expense on a going forward basis. All associated.

charges for those outside services should be removed from adjusted test year

outside services account. This information is provided in Company work paper18

19 titled "CCWC Employees 06." The charge for the services was $3,500 per

20 week. RUCO recommends reducing the outside service expense account by

21 $71 ,000 to remove the nonrecurring expense as shown on Schedule TJC-37.

22

23

2.

1.

x.

Q.

4.
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1 Jperating Adjustment #7 - Water Revenues

2

3

ZZ. Has RUCO accepted the Company's adjustment to water revenues due to less

loss of water sales from tlwe golf courses than the Company originally estimated?

4 Yes. RUCO has accepted the Company's calculated adjustment.

5

6

7

Dperating Adjustment #8 - Remove Expenses Charged to Repairs 8 Maintenance

and Outside Services and Capitalize

8 Has RUCO accepted the Company's adjustment to capitalize expensed plant

9 items?

10 Yes. RUCO had made a portion of the adjustment in its direct testimony, which

11

12

was accepted by the Company in its rebuttal testimony. The Company accepted

another adjustment recommended by Staff, which RUCO adopts in its surrebuttal

13 testimony.

14

15

16

17

Please identify the total adjustment that RUCO accepts.

RUCO initially removed $43,217 from the repairs 8< maintenance expense

account and capitalized it accordingly. Then, RUCO removed $38,049 from

18 outside services and capitalized the expense as recommended by Staff and

19 accepted by the Company.

20

21

22

23

Q.

A.

Q.

A.
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1 Operating Adjustment #9 - Water Testing Expense

2 Please explain RUCO's adjustment to water testing expense.

3 RUCO adopts Staffs adjustment to water testing expense, which was also

4 accepted by the Company in rebuttal testimony.

5

6 Operating Adjustment #10 - Purchased Power

7 Does RUCO accept the Company's adjustment to purchased power expense?

8 Yes.

9

10 Operating Adjustment #11 - Amortization of the Additional CAP Allocation

11

12

13

Please explain RUCO's adjustment that removes the amortization associated

with the deferred regulatory asset .- Additional CAP Allocation.

RUCO agrees with Staff's recommended treatment of the additional CAP

14 allocation. However, RUCO does not believe that the CAP allocation is currently

15 used and useful. As explained in the OCRB section, RUCO recognizes 50

16

to

18

19

percent of the allocation may be a non-depreciable plant account as suggested

by Staff and accepted by the Company in recognition that the CAP allocation

may help the Company reduce groundwater usage. Removal of the amortization

expense associated with the CAP allocation is consistent with Staff's

20 recommendation and accepted by the Company.

21

22

Q.

A.

Q.

A.

Q.

A.
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1 Operating Adjustment #12 .- Income Taxes

2

3

Please explain RUCO's adjustment to the Company's Income Tax Expense.

This adjustment results from RUCO's recommended level of taxable operating

4 income.

5

6 Other Remaining Issues

7 Low-Income Program ("LIP")

8 Has the Company presented a LIP in this case?

Q No. However, the Company has proposed to present a LIP prior to the hearing

10 for the parties to review.

11

12

13

What is RUCO's position regarding LIP's'?

RUCO generally supports LlP's and will review it once it is available. The

14

15

Company stated that all customers would leave to subsidize the program

accordingly.

16

17 CAP Hook-Up Fee

18 Has the Company proposed a CAP Hook-up Fee to recover costs associated

with the additional CAP allocation?19

20 Yes. The Company has proposed a "CAP Hook-up Fee" on new water

21 installations. Tris is shown cm Company Schedule H-3, page 3, line 22 and lines

22 30 through 32.

23

Q.

A.

Q.

A.

A.

Q.

Q.

A.
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1

2

3

Does RUCO believe this is an appropriate hook-up fee to reimburse the

Company for its additional CAP allocation?

No. Hook-up fees are generally used to fund back-bone plant. RUCO believes

4 that the additional CAP allocation is not back-bone plant. The Company's

5

6

proposal would allow Chaparral to recover the cost of the allocation when both

Stat'f and RUCO are recommending that the CAP allocation be booked in a non-

7

8

Q

10

depreciable account and the Company be permitted to earn a return on it in

perpetuity. For this reason, RUCO does not believe that Chaparral should be

permitted to recover the CAP allocation costs through the Company-proposed

hook-up fee on new water installations.

11

12 Did the Company address this hook-up fee issue in either its direct or rebuttal

testimonies?13

14 No.

15

16 What is RUCO's recommendation concerning the Company's proposed CAP

17 hook-up fee?

18

19

RUCO recommends the Commission deny this hook-up fee and the language be

struck on the referenced Company H-3 Schedule.

20

21

22

23

1.

4.

Q.

A.

Q.

A.
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1 5ROSSING=UP SERVICE LINE /METER INSTALLATION TAXES

2

3

4

Did the Company propose that service lines and meter installations be grossed-

up for taxes?

Yes. The Company made this request on Company Schedule H~3, page 4, but

was silent on the issue in written testimony.5

6

7

8

What recommendation is RUCO making regarding this proposed treatment to

gross these service lines and meter installations up for taxes?

9

10

RUCO recommends the Commission deny the request unless the Company can

cite some change in ACC rules and/or Internal Revenue Sewioe Regulations that

would allow such treatment.11

12

13 iNTEREST SYNCHRONIZATION

14 Has RUCO recalculated interest expense based on FVRB rairter than OCRE3?

15

16

RUCO has adopted the Company's position on interest synchronization and has

multiplied Chaparral's FVRE3 times RUCO's recommended weighted cost of debt

17 to calculate an appropriate interest expense deduction. Time deduction is

18 reflected in RUCO's recommended level of test year adjusted income tax

'IQ ex pense.

20

21

22

23

2.

2.

4.

Q.

A.
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1 RATE DESIGN

2 is RUCO filing a new rate design in surrebuttal testimony?

3 Not at this time. As a result of RUCO's modified position and the Company's

4 proposed LIP, it will be filing revised rate design schedules prior to the hearing

5 that reflect RUCO's pre-hearing position revenue recommendation. RUCO's

6 surrebuttal revenue recommendation is approximately 7.4 percent more than its

7 direct testimony recommendation.

8

9 Does RUCO believe that its rate design will mirror that filed in its direct

10 schedules?

11 RUCO believes its rate design will be substantially similar with an upward

12 adjustment to account for the additional revenue recommendation.

13

14 Does that conclude your surrebuttai testimony at this time?

15 Yes, it does.

Q.

A.

Q.

A.

A.

Q.

39



CHAPARRAL CITY WATER COMPANY, INC.
DOCKET no. W-02113A»07-0551

TABLE OF QONTENTS TO SURREBUTTA1_ TESTIMONY SCHEDULES TJC

SCHEDULE #

TJC- t, page 1
TJC - 1, page 2

REVENUE REQUIREMENTS
GROSS REVENUE CONVERSION FACTOR

TJC - 2

TJC - 3

TJC - 4, pages 1 thru 2

TJC - 5

TJC - 6, pages 1 thru 3

TJC - 7

TJC - 8

TJC - 9

SUMMARY OF RATE BASE

RATE BASE - ORIGINAL cosT ("OCRB")

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

OCRB UTILITY PLANT IN SERVICE & ACCUMULATED DEPRECIATION

RECOMPUTATION OF DIRECT PLANT & ACCUMULATED DEPRECIATION

OCRB ADJ, #3 - REMOVE WELLS 8 & 9

OCRB ADJ. #5 .. REMOVE SHEA WATER TREATMENT PLANT 1

OCRB ADJ. #6 - CAPITALIZE EXPENSED PLANT ITEMS

TJC
TJC

10, page 1 of 2
10, page 2 of 2

OCRB ADJ. #10 - GENERAL OFFICE PLANT ALLOCATION
OCRB ADJ. #10 - GENERAL OFFICE ACCUMULATED DEPRECIATION ALLOCATiON

TJC-11

TJC-12

TJC- 13

TJC - 14, pages 1 thru 2

TJC - 15

TJC- 16

TJC-17

TJC-18

TJC-19

TJC-20

OCRB ADJ. #11 - REMOVE POST TEST YEAR GENERAL OFFICE PLANT

OCRB ADJ. #14 - RECOMPUTATION OF CONTRIBUTIONS IN AID OF CONSTRUCTION

RECONSTRUCTION COST NEW LESS DEPRECIATION ("RCND") RATE BASE

SUMMARY OF RCND RATE BASE ADJUSTMENTS

RCND UTILITY PLANT IN SERVICE 8 ACCUMULATED DEPRECIATION

RCND RATE BASE ADJ. #1 - UTILITY PLANT IN SERVICE .- ROUNDING ADJUSTMENT

RCND RATE BASE ADJ. #2 - CORRECT ACCOUNT 304 INDEX FACTOR

RCND RATE BASE ADJ. #3 .. REMOVE WELLS 8 8 g

RCND RATE BASE ADJ. #5 - REMOVE SHEA WATER TREATMENT PLANT 1

RCND RATE BASE ADJ. #6 - CAPITALIZE EXPENSED PLANT ITEMS

TJC-21, page 1 of 2
TJC - 21, page 2 of 2

RCND RATE BASE ADJ. #10 - GENERAL OFFICE PLANT ALLOCAT\ON
RCND RATE BASE ADJ. #10 - GENERAL OFFICE ACCUMULATED DEPRECIATION ALLOCATION

TIC -22

TJC- 23

TJC-24

TJC - 25

RCND RATE BASE ADJ. #11 -- REMOVE POST TEST YEAR GENERAL OFFICE PLANT

RCND RATE BASE ADJ. #13 - RECALCULATE ADVANCES IN AID OF CONSTRUCTION ("AIAC")

RCND RATE BASE ADJ. #14 .- RECOMPUTATION OF CONTRIBUTIONS IN AID OF CONSTRUCTION

OCRB ADJ. #15 - REMOVE DEFERRED REGULATORY ASSET

OCRB ADJ. #16 - WORKING CAPITAL

OPERATING INCOME .. TEST YEAR AND RUCO PROPOSED

SUMMARY OF OPERATING ADJUSTMENTS

TJC - 26, pages 1 thru 15

TJC - 27

TJC _28



TJC-29

TJC- 30

TJC- 31

TJC - 32

TJC - 33

TJC .. 34

TJC , 35

OPERATING ADJ. #1 _ DEPRECIATION AND AMORTIZATION EXPENSE

OPERATING ADJ. #2 - PROPERTY TAX EXPENSE

OPERATING ADJ. #4 - RATE CASE EXPENSE

OPERATING ADJ. #6 - OUTSIDE SERVICES EXPENSE

OPERATING ADJ. #8 - REMOVE EXPENSED PLANT ITEMS AND CAPITALIZE

OPERATING ADJ. #11 _ REMOVE DEFERRED REGULATORY ASSET AMORTIZATION

OPERATING ADJ. #12 _ INCOME TAXES

COST OF CAPITALTJC - 36



1,144,478$3,063,335s

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
REVENUE REQUIREMENTS

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-1
PAGE 1 OF 2
SURREBUTTAL TESTIMONY

REVENUE REQUIREMENTS

LINE
NO. DESCRIPTION

(A)
COMPANY

REQUESTED

(B)
RUCO

RECOMMENDED

1 ADJUSTED FAIR VALUE RATE BASE (FVRB) $ $

2 ADJUSTED OPERATING INCOME

28,736,406

7_97,271

2.77%

27,498,329

1 ,051 ,686

3.82%3

4

CURRENT RATE OF RETURN (LE/ LI )

REQUIRED RATE OF RETURN ON FVRB 9.32% 6.38%

5

6

REQUIRED OPERATING INCOME (LE * LI)

OPERATING INCOME DEFICIENCY (L5 - LE)

GROSS REVENUE CONVERSION FACTOR

2,678,233

1 ,B80,962

1 .62B6

1 ,754,393

702,707

1.62877

8 GROSS REVENUE INCREASE

g CURRENT REVENUES T/Y ADJUSTED 7,446,700

10,510,035

41 .14%

7,505,010

8,649,488

15.25%

10 PROPOSED ANNUAL REVENUE (LB + LQ)

11 PERCENTAGE AVERAGE INCREASE

12 COST OF COMMON EQUHTY 10.50% 6.83%

REFERENCES:
COLUMN (A): COMPANY SCHEDULE A-1
COLUMN (B): SCHEDULE TJc-1, PG. 2, TJC-2, TJC-3, TJC-30 AND TJC-43



1.62867

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
GROSS REVENUE CONVERSION FACTOR

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-1
PAGE 2 OF 2
SURREBUTTAL TESTIMONY

LINE
NO. DESCRIPTION AMOUNT REFERENCE

1 REVENUE 1 .0000

2 UNCOLLECTIBLES 0.00000 COMPANY SCH. C-3

3 SUB-TOTAL 1 .0000 LINE 1 - LINE 2

4 LESS: TAX RATE 38.60% NOTE (H)

LINE 3 - LINE 45 TOTAL 0.6140

6 REVENUE CONVERSION FACTOR LINE 1/LINE 5

NOTE (a):
CALCULATION OF EFFECTIVE TAX RATE

OPERATING INCOME BEFORE TAXES
LESS: ARIZONA STATE TAX
TAXABLE INCOME FEDERAL
TIMES: FEDERAL INCOME TAX RATE
SUBTOTAL
ADD STATE TAX RATE
LINE 3 ABOVE
EFFECTIVE TAX RATE

100.00%
6.97%

93.03%
34.00%
31 .63%
38.60%

100.00%
38.60%



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
SUMMARY OF RATE BASE

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-2
SURREBUTTAL TESTIMONY

Line
No.
t

RUCO
Original Cost

Rate base

RUCO
RCND

Rate base

RUCO
Fair Value

Rate Base (50/50)

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 50,295,600
(13,710,454)

3% 77,640,019
(22,122,967)

$ 63,967,809
(17,916,711)

Net Utility Plant in Service $ 36,585,146 $ 55,517,052 $ 46,051,099

(6,557,243) (10,122,247) (8,339,745)

(6,120,652)
(819,845)
(925,896)

(9,443,703)
(819,845)
(925,896)

(7,782,178)
(819,845)
(925,896)

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Net of amortization

Customer Meter Deposits
Deferred Income Taxes & Credits
Investment tax Credits
Shared Gain on Well (1 ,216,000) (1,216,000) (1 ,216,000)

P\us:
Unamortized Debt Issuance
Costs

Working Capital
Deferred Regulatory Assets

424,010
106,884

424,010
105,884

424,010
106,884

Total Rate Base 3 21 ,476,403 $ 33,520,255 $ 27,498,329

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

SUPPORTING SCHEDULES:
Schedules TJC-4, pages 1 and 2
Schedules TJC-5
Schedules TJC-6, pages 1, 2, and 3
Schedules TJC~14, pages 1 and 2
Schedule TJ C-15

RECAP SCHEDULES:
Schedule TJC~1



.HAPARRAL CITY WATER COMPANY, inc.
rEsT YEAR ENDED DECEMBER 31, 2005
RATE BASE - ORIGINAL COST

DOCKET NO. W-02113A-07-0551
SCHEDULE TJC-3
SURREBUTTAL TESTIMONY

(A)
COMPANY

AS
FILED

(B)

LINE
NO. DESCRIPTION

RUCO
ADJUSTMENTS

(C)
RUCO

AS
ADJUSTED

1 $

2

3

38 51,771,885

(15,877,022)

$ 35,894,863 $

(1 ,47/285)

2,166,568

690,283

$ 50,295,600

(13,710,454)

$ 36,585,146

4

5

PLANT IN SERVICE

ACCUMULATED DEPRECIATION

NET PLANT IN SERVICE

CONSTRUCTION WORK IN PROGRESS (CWIP)

TOTAL NET PLANT $ 35,894.863 $ 690,283 35 36,585,146

6
Less:
ADVANCES IN AID OF CONSTRUCTION (AIAC)

7 (1 ,523)

8

CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) - NET

CUSTOMER METER DEPOSITS

9

(6,557,243)

(6,119,129)

(819,845)

(925,896)

(6,557,243)

(en 20,652)

(819,845)

(925,896)

10

11

DEFERRED INCOME TAXES

INVESTMENT TAX CREDITS

SHARED GAIN ON WELL (646,000) (570,000) (1 ,216,000>

12
Plus:
UNAMORTIZED DEBT ISSUANCE COSTS

13 WORKING CAPITAL

424,010

106,884

14 DEFERRED REGULATORY ASSETS

'I5 TOTAL RATE BASE

424,010

207,006

1,280,000

$ 22,737,766 $

(100,122)

(1 ,280,D00)

(1,251 ,353) 35 21,476,403

REFERENCES:
COLUMN (A)I COMPANY SCHEDULE B-1
COLUMN (B): SCHEDULE TJC-4, PAGES 1 and 2
COLUMN (C): COLUMN (A) + COLUMN (B)
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CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RE-COMPUTATION OF TOTAL UTILITY PLANT IN SERVICE (UPIS)
AND ACCUMULATED DEPRECIATION FROM DECISION no. 68176

DOCKET no. W-02113A-D7-0551
SCHEDULE TJC-5
SURREBUTTAL TESTIMONY

Total Chaparral Citv Water UPIS:

Line
No. Description Amount

1
2
3

Chaparral City Water Direct Plant Per Company
Chaparral City Water Direct Plant Per RUCO
RUCO's Direct Plant Adjustment

$51 ,020,714
51 ,053,25D

$ 32,536

$4
5
6

Chaparral City Water General Office Plant Allocation Per Company
Chaparral City Water General Office Plant Allocation Per RUCO
RUCO's General Office Plant Allocation Adjustment $

751,171
639,794

(111v377)

7
B
9

Total Chaparral City Water Gross UPIS Per Company
Total Chaparral City Water Gross UPIS Per RUCO
Total RUCO Gross UPIS Adjustment

$51 .771 _885
51593,044

$ 178.B41 >

Total Chaparral Citv Water Accumulated Denreciatianz

10
11
12

Chaparral City Water Direct Plant Accumulated Depreciation Per Company
Chaparral City Water Direct Plant Accumulated Depreciation Per RUCO
RUCO's Direct Plant Accumulated Depreciation Adjustment

$15,473,834
15,479,021

5,187

13
14
15

Chaparral City Water General Office Allocation of Accumulated Depreciation Per Company
Chaparral City Water General Orhce Allocation of Accumulated Depreciation Per RUCO
RUCO's General Office Allocation of Accumulated Depreciation Adjustment

403,1B8
351,690
(51,498)

16
w
LB

Total Chaparral City Water Accumulated Depreciation Per Company
Total ChapalTaI City Water Accumulated Depreciation Per RUCO
Total RUCO Accumulated Depreciation Adjustment

15.877,022
15,830,712

$ (46,310)

Supporting Schedules:
\TJC-4(a)Schedu\es\Pages1 -5\DirectPlant\AZ-CorpPIant\CermtraIDivisionPlant\
Regarding RUCO's Eastern Div. treatment see Company response to RUCO DR 2.06



E
= 3
E =
: 3

T F

8 261-
=s-EE
5388
839g

i n

3
8

3

Q

PzuJ3
5:8£1.-4;
'.1>3
Z v-

a m
LJUJ'

3-H 2
c>*31''J
r~4l:LfL

up><
DLL!

g-J 8'<l:>
.->~':*
»-

D..

* r
' g

w Z * -

§8=
=L3

4

\ 5 | vo I
(D
-Q
no
La
1-

I I

r - :on
novm

we§ o ' °

1- == ' IIa 4
=4'a-Q QF Iram N|- m mhi in m

| \  t o  I
o
l"}
to

an we
m lD
'Q v"
Nb
N

l 'on--wrunnocauzt |ID!"I\"l\lIlDI"Jl:"la>ca\r>-r~|n-
¢-|¢n::\~r:~4r-wrr':4D\.nu-ru.\-

v4¢mwoan I
ruwr-tDr7vQ
u1nD9 r~un|--w w w v c v onsoqr'avuto
- l » . a www

'Mr-DrvmuuwD194-uomwmU\ !*:!"-*-¢Y3¢"i
no-erxaxcanar-n

F
- .  9 _r - _¢

1 . r > 4mu a \ -

u » mr - l . D \ ¢ | -
v.|::i--r".\rn 1-

--me"> :DN er~4r":qua o- - :DDQ
NF: an n\.rar">:men go #cumN o

U  I -  1  |" "  \ q
I ,

IDcml-

1.ra 1.r: or
car. NNF: 9

"'1"1
Q l b
N I a

1  , _  g r
r-. N

nN

to u
co
I"4_
N

| m  Q  c a  I
r- n  N
Ga Q we

o  In  e  F )  |
D  1  91 ' |-- n_
m Ra we
Ru 0 FT

on ca m
F)  N  N
1-  r - .  v
*  Q

11-so
IDwe
Dl")

In9'
no1-in
Nr-

Vu

no
D

r-
D

In
Tb
N
-u
Ia
N

Ur

m
Dy
N

m

Q

;_!"1 Z 2o
8 5 %

'LuJ

9N
'°"'lRh
3

ID
ID

re
UP

9

*-u:l
:

~'== a""'1:Lc:
<

I I o I I I I l |
DD
4
tr;

gN  m
UI  Q
FL 1-
in ro

OI

l.r:l"'nnovcnr--o1-:nr-
\"Jo"

1nur>mc"':~lr~4
1'

I r  o we | no o ID FL |
m  m n we up
|-- UP 9 we D
i n in 4 m  v
9 UP y ' PP

m
in
ID
: J
i n
:Ra
Er

in

I I 1' y-v av we ra ¢"l co Ra
N 9cm 1"1
u = -_ . . .

fu
m ID
Q N
no

--so r~4p' I
F_ 3_
an up

LE in8 |~

§ & 8
3 8 0 3 2J :LQ

" E m
3 5

4 Q

tr ;  to I
m m
"Z
G
(D
N

CJca
Ul_1m-

rcwrovoew-nol.1awl-CI m
Ifl-1-I":C3»\-C2:!";
lDCD'¢S\¢71D*

p o

-N

Div
to
so
m
al
4-

1
o
a
N
,_;
H
u
ll

.D

Unou
D 19

f 9-mpFa D 9m van
1* -Qlbr-.mN so

gr) !
m
C!_Nmm

" nm-11r\Jr'ar-n 'nv-m ' |mr-r-¢f'aaar- N!'3\DQP**;1- br -
mr.anml-.mowNlDDD1Q1"l0
Q-aruomvm

4-

Nutm Dl- Q

3anm

| gr pp |
a D1- FT
mr--m m

cmwe1-
Danno
noFT

l.u ¢c»
3 2:m'is ===*"-f\l<m-Z

L " l ¢ n . Q
'Q
L)IJ..l
a

_ _ 4 -

Q s -

N Z

18
D. an

. UJ If!
M  l l l  4  :

D ¢  <

. IF)
:gN-l'l'8'°._.81<,-5

re in

§§§§§§§§§§§§§§§§§§§§§§g g 8 8 8 8 8

c
.E
'ii
La
2
n
m
D
D
m

IJJ
E
-=c
z
P'
z
3
o
O
L)
<

c
m
_ -

"° E
c cs..4 _,

LE

.z
4.4 8 ...inca m Cr

- - 3 an.,,,__D EE 3 E an u :  :  5 Ia
au338  Ia

5 9 3 8  E  Q -388% 3833=3z  - = € ¢ _  . = - 5§§§Mg§§:9§:M4

3:
E
uu
<
4
. 8
a
B)
u>
.E
E
.IB
D.

5°
Ra
g

a 4 3

5  8 4  5  E = = 5 » § = : - --..2 Ag; g .s 8.; Gil! § gt; g
_  n : _ I

5 :  - 8 8 3 8  8 8 1 3 2 =8
8 8 § § § :8 8 EE§ § &5 E  8 9 . 5 3 8 4
' s 2 :  = £ " m 2 S . E . .  5  § a = = 3 E ° '  . E
5 - E s " ' v * = E 8 - = § 4 * & " ' ¢ : ° l é ' r - z
S i § ¢ £ ; * = % § 3 a  - e  = s a E 2 - =  s ~ z
E l \ E - £ l l = & * I n E § 1 " ' £ = l g S 8 1 E . ! £ no z : 5 8 : ; 8 3 § 8 ; E E 8 = = $ 5 5 = m : § 8 = a a

wUI
E
w
3or-

I-
LJ o
U Z<

--nmvuvcoh-:ao1c><-Dr:-memmo»c:-nm~rmcor-.aaDDDDDDDD:::--nr'7wr'»r§r>r'>!':wr1r1r~av~rer~=rumnmmmmmmmnmmmnmmmmmnnmmnmmmn

alz
o.alD
E:uu<
IB
|-

3
3§°.. |-u4
n."Eso _
OWnAg;
85~'iI.31u<93
Erv,

mac5z°
<

1'3"-x<§Eu<>-Wo_l.w
£82

Luit e ca-a a m¢mQ m -""t**¢">W\t?'D'*~°7'°"-:1-»¢-1-<-1-1-1-r~|r~.|nr~|n|n4nn<\anr>r'>



moIn
9|"-
9
4n

ozahs

>zo
E
Zm_. »-»o .J3-, <

6*-4;
2 ".:»»:°lnuz 0:~4|,J
o z w zOL><D
Dwn.m

<3

4- .
IJ..
--'

12

l.r>

4 8- - D r

" " if:o ' , 58 . 8 ' :l-D.>9

Q

8

'imp
4

D. 1 -
' lmE > mz .-

LE
IJJ

$88
z -I8
O ._-;
ZEFI2WWW

O 4-

O
<1

l,_2
'82'J>D  3 3

<1

gop.. -
LD Z 2
8 3 1;
N B. E

tr

Eu;
Tm
I /uz
IILIJ
n_n_
LUX
¢3Lu

I

I I

I

I I I I I I r l I I a I I

I t- a of
IO 4- n
an Cb r'
4- 9 8
!* cf:
N 1'_

W

I |" N Ia
1D an 'Q
m o> 10
1- m co
r-- ID
N Cr

I et q-
c~l coQ 1-
m
cf:

I m I
l*-

u :_
an
I D
* "

I

' Ia
co
CD_
N
on
m

Q
UZ
m

I I

I I

I I,-Qqggqgqg 'MEmm nana Nq q q q q q q 3 -mm3 r-4nm m
!..l»q=g\!. Q-m@ F

'eowcacocxuanw1~_=r 1nu:>c:»mr-m v m m m m m
cnoaocacaoar-u:>Dr-»cn»o:»0>-£\l1-F31"

I I \ l I

' 1-- 4 1-
LD|"- I-!- ID r"-
(\I M I'-
9 1" Q
IQ. N Mn

on N NN m N
m_Qv_m mmN if:

| I l |

aF
m
*z
m

I I

l

I N W t-.
m :D q1- U) 1"
N N
~=r co m

l T*
1- rD 9
|-- :Q  1
<- bf)1-

I I s I I

s

co
an
"n_
m
m
n_
ID
r*>
as 1

CD
Nr-
m1"

es

T*
59

CD
cm

QD
l D
N

we
cm
c s

EI
°̀»==lUP
W'~=lea

HE

~=r
m

Cal.
N
l.I 'J

I

he

I | I a a | s

ID
c:
cs
N

| : D
4

LQ
no
LD

4

m m ID u:> l"
i-

..
N
LD8

U)
I- ZL() .

8 3 .;
no E cm

<

'*'¢1£>h-I-*£">
u::»~=r~4~-=1~n:>r-no

c a - - -c uaarnvbuacfzwco
_-~ur>nr"~l

N

| r-- Lo Lo I q- I I | 1 I I
no m U)
LD r-- LD
Q  v  Q

N  N

v'

l -
r-
r.:
CN
IC
t-
ICz

<
LU
>- he

r- r- m
ID ca v
m <:r LD
P LD CD
r- m
N on

| xo
Cr.:
==;
N
m
m

l i '1--1uau¢aaaam8n--nwloaa
.."'1.*.°°."'Z""-LN D D C\l 1D hn n 1 a 1 - 3
-'°f.Q*l"*I."'L-t-u:» eo:on

c: c: Lm--' -:r if:
u:_ tr
ED l*
IN! m
N 4'

| ca
we
Q
N
cm

a I ID m m
Q v LD
p' I"- D
4  m  v
m m m

I m

Q
'8_
QI

U in '-"z m 3._l-O N
22 -4 0

up°-< g
m m

C
.9
Ru
t.>
wL..
D.
m
D

D.
w

.D

LU
2<z
r-zDoLEO<

c:
E

6Cc
C r:

LE msg r ;r: IB
C

'E r:
q) Q) ¢-
E 8 m an

E
in. E E 125 J:

an 3
as o in
u no E' ._
.. r= :J :
3 3 'Q
D  8  i f  E
c:

C

'D
3
E
:
E
3
L)L)
<1
05
mu
E
GJ
cm
:

E
£9
D.
L.
ET

8

S. g.__ |-
'D"8ngC1_ Pvu

O QD 3--._£ 4 0 M UUDQwas cuJuJ3_D
EEOIJV: o m c g l ;

.C q3m 90
m==Enr..-,.E- D

¢`0 vaE°*§>cc:3(D »-2"

*c

LLca an
au.  L .
o w

m
o&

LD

"' E_5 m
D. E

n -
85 8

B . m Ag mm
mg. , "' 'U an

E 'E an u» :IE-'= - °"
m B : E N N W ; 8 c as
C 'U " Q 'C W E

_ m 3 m mug 3888838
»~m - E2~°=W= measD- - - cm ==: m'D "U¢'f"l° LuL)v:'0'D 'u °- "- > : E : E 323= o § : 8 § a E 8 E : 2 m.3oa98'E- o_QU_1NlB,_U3(9 in n.EE3l53 8¢889_B
i _-.!.'!m 2 !=c , l 38§ 8E=m3...- "--"'m... D an 89.4 m"' 521-1;.:I53DM -. : l . DE D" ' § : 9-0a E\-E-88g32g§!&§a2E"§§§g§88&§3§E§§E

...." - : o 2 I ° . . . . m y m - E W E D - - - EO E 3 m 8 3 3 E m m m 3 n E w E : m o o ¢ m 3 m 8 E o m
3
o

|-

I- .
L) O
O z
<1

--L\tcf>~:ru>cor~_o:o>c>
C3C3C3 C3@C8C)DC3'*"*
m r f a c f a m m m m r f a m m m m m m m m m m m m m m m m m m

* C J C . } 1 - ( " J V lD£DUJC:J*t\Il"II"4!'Ll>CDI'~{D

i izn.mD
é:uo
<
g
|-
EE  34

> : o | -

awI T S !
E m D
o w '
V n u

E3751 - 0 2Gs;
5
=

u z
. .1lu<
i n : \ u
5 5 2,_>-m
< 5 l u

S m :
P m

LU .
z  Q.J 1.

v" N cw v Lm no \- w cm D Q: N m 1 LD LD r- cm cmO1* 1* 1- 1- T* P' v- - n r : " : <r\ncL:\r~_a:\ uu1::>--
r v r w m c u m w m m m r o m



1"
m
ID
o9 >-
'. 3
S 8
v Ia
E u.l
99 4-
39. 2
<sE°°l:2..l""D» -:°m
ll-ln°°u.\
¥ u l u . 1 mf r om
nrnn.u>

Ia
oo
N
as
<
IJJ
>

8

LD
D3 2 8 Cb4'-. _m :> n: l\J

E 1 9 o :L 1"
z  O Lu m
U J  4  Q  R

(D
_J » - IJJ 8

. -  <  Z  D  N
Q * - <  - J  :

O _J < Ra
| - D_ > 9

Qt

' 8

CD cm

r-
Z OLu o: N
u. 2 =+- vo
m > Nz v

L'
2*- 1-in z U>

3 3 8;
N Q _ Q

<

9I-  .
U82 E
o 3 4
N 0_ E

no

I-w
z,,: _

838
"En<

Z  m
o u>
up 5m1 D.
LIJ ><
Q \JJ

LD

ON

I |

I I

I \

I

I I

I

I

r

| 1- m w
Lm q 'v
Q :Q LQ
1- W (D
!- 4-
N ID_

p

1

i I

I r--  N w
LD In 4-
m_ Go 1.r>_
T' (v) LD
r-- in
N ==n

Y-

1-- 1- LD
LD m |--
m_ et m_
1' o LD
h- (DF

1-

I m U)
u'> r~.
m_ Lm
l -
i n
Ra

I q  q I
o> LD
v_ 1-
G 1-

1-

I I

| 1 5
v
ID
Lg

'  no
m
N.
CO
r-.

I

| no
r *
9 .
on
-\=:r
1.-

| o
LD
~.
m
m
1.-

' m
ID

_

I ID I
w
Q
N
m
m

I

I

I

I  m
LD
Q
N
m
m

I I

I

I

I

I

I

l

I

I

I

~ e - 1 m n n u n m n v'€"1 o1"q.|~'ar:m_
w e m ~ u - n o m o
F - o a a m m u a n
: A n n a - c > o : n

I

r | |

I I I I

I Er
D

_
N

a | |

I

I N m  ( D
LD ID m
D )  m  ( D
L D  m  o
F )  4 LD
1 -

I I I

I I I

l I I

l a I I l l

n Q* ID
m N

Q
1
m

I I I

I o n  m  N
an GO C\I
an 9  Q

1 -  L O
o f

I

\

c

|

I

I

e 9

cm
N
n.
1 ,
¢--
L{)
LD
m

an

Cal
C)_
ea
r - .
**L
LD

1-

e s

c o
L D

'iI_
cm
m
h -

Q
Lm
" L
m
LD
<3
1 -
LD
e a

£ 4

819

cm
we
LD
l*-

69

1 -
CD
U)

..
N

m
ca

1-
cm
LD
v
LD
92.
an
q -

I

*Q
m

Mn
m
|°-

' l l
1 0

d'
1 -
*L
cyN
Q
Lm

T*-
cm
1 -
m

he

w
m
\.r>_
N
m

z , , L u o
E Z U z  _
§ 8 3 o *<9 . 1 .J D ° <nm m

z
<

C
.944
cu
Lam
Q.m
a
u
2
E:
E:L)
u

<
46

LU
2
<
z
t-
z
D
O
O
O
<

mA r :

LE

u>
E
3
>-

mD
z
m
cm
_;_
E
_Ru
a>  5 ;  E

cy >< m
E

E
° - :

_ _  -
C

3  a n E
EE  n .  m

E

w
3

C
O

3u
m
D.m
a
ts
_8>
E
3
E:JL)u
<
=-5
Q)D
zGJ

ED
c

.FP
a

2
é'

in
c an

L.. m  0 ° *Ia E .E £9
m 8>O are L. (5

U?

E E 6 3 2

_c3.EE=692
3.9 .9-m m
LU . 5 " ', : uJ Lu  3o'Do c » 2 \ t 9 3. _ : w w

E

3CTU'

:n*DLL
o

L.
m»-I

8
mm
9
(D

w
W m

ID
cm

9

C D

8o
F-
o
O
:J
u:

>-.
: :
m
Q.

C
a)
E
'Jo
: J
- 3
<

o
U
3
no

'-8 'Q
D. 8
2 8
:E .._.3 u*
D Ia Q E IJJ
C D - 'g Q*- c W :
c 3 6 9 5 2 m g -" E Q D W E . Q ° \ - 5 Q
5 E 5 0 = _ _ _ Q

- : E o : ' 9 .8 : o 9 u . 9 ; °388485 8§83€3EWW 8£§
O m v 9 = " 3 > h : E 3 Ls8~§s==88=~e§°'== 8"§8&3WEi .-5.9

' * : m : - - " " : as=w"J">u3'9;"m3mo D"§E§u°u3'o.-98:3
' W m > 1 - : = . . . . _ : o c ru m8.9-_; .§...5.3§<D%,_,E,,, §§u_u_oLu5..O=¢u,_I

- g u n - ' >-. . _ un 4 =
3 § v 3 8 ¢ ! E a § 3 3 3 g § ; E § ; 8 g § $ § § § 8 a 3
gm-=g=.¢3=g .e.>'=li.e~»'6°8£Em.=.z8='=>o-°2-92O i3m833§ wnm3D¢ wE moo m 3moEon

Eo
O

I- .
I OOZ<

T Cal m q- L-j LD r- m u> o 1" O D 1- c*> -Cr m u:> m O 1- cy m v LD (D |"- m
D o ca c> o c: O D D 1- T'  N i f:  m Ra m m m if:  we <r we 4 W <r Q ¢ 1
t*'> ro m m {*) ct: f."J m m UP c~'> iv m iv r"° cm m m FT m m m m ro co m n <0

i i
z
LU
D
s
D
u
D
<
8
| -
z
<
.J

Z e a l
. | -

> 0
z . w
< v - M
n . " E

35.
A g *

I -
3 * " zI-° W<'8's
3945
* L u a
L i n *
u z D
_ / W <
< up¢"wu:§<9°m<'.7,1-
u n - K

E15

U.I .
g  O
_I Z

O w m v : L r > t . D ¢- . u 9 o > c > n r - ' : ' < r u ' 1 c D r - r D c r > t : >
" N " @ @ t v w f v w w w m m m w w m m m n

C\J (Q d I - D
{ * >  v o  m  n



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 3

DOCKET no. W-D2113A-07-0551
SCHEDULE TJC-7
SURREBUTTAL TESTIMONY

Line
No.

OCRB Direct Plant - Remove Wells 8 81 9 - Out of Service

33Company OCRB Direct Plant - Remove Wells 8 8< 9 from Account 304
Company OCRB Direct Plant - Remove Wells 8 & 9 from Account 307
RUCO OCRB Direct Plant - Remove Wells 8 8 9 from Account 304
RUCO OCRB Direct Plant - Remove Wells 8 & 9 from Account 307
RUCO Adjustment

(596)
(106,816)
(107,412)

Increase (Decrease) to OCRB Direct Plant $ (107,412)

asCompany OCRB Direct Plant Accumulated Depreciation - A/C 304
Company OCRB Direct Plant Accumulated Depreciation - A/C 307
RUCO OCRB Direct Plant Accumulated Depreciation - A/C 304
RUCO OCRB Direct Plant Accumulated Depreciation - A/C 307
RUCO Adjustment

(696)
(106,816)
(107,412)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Increase (Decrease) to OCRB Accumulated Depreciation $ (107,412)

Net Adjustment i



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 5

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-8
SURREBUTTAL TESTIMONY

OCRB Direct Plant - Remove Shea Water Treatment Plant 1 - Out of Service

Company OCRB Direct Plant - Account 320
RUCO OCRB Direct Plant - Account 320
RUCO Adjustment

$ 7,763,500
5,752,577

(2.010,923)

Increase (Decrease) to OCRB Direct Plant $ (2,010,923)

Line
No.

1
2
3
4
5

6
7
8

9
10
11
12
13

14
15
16

Company OCRB Direct Plant Accumulated Depreciation - A/C 320
RUCO OCRB Direct Plant Accumulated Depreciation - A/C 320
RUCO Adjustment

35 2,099,307
88,384

(2,010,923)

Increase (Decrease) to OCRB Accumulated Depreciation 8 (2,010,923)

17
18

19

20
21
22
23
24
25
26

Net Adjustment

SUPPORTING SCHEDULE
run_plant__Remove Shea Water Treatment Plant 1.x!s
o r b _plant_Remove Shea Water Treatment Plant 1.xls



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 6

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-9
SURREBUTTAL TESTIMONY

Line
No.
1 OCRB Direct Plant - Remove Expensed Items and Capitalize

RUCO OCRB Direct Plant - Account 304
RUCO OCRB Direct Plant - Account 31 1
RUCO OCRB Direct Plant - Account 339
RUCO Adjustment

SS 11,590
26,084
43,217
80,891

Increase (Decrease) to OCRB Direct Plant $ 80,891

Accept Company's Adjustment to Accumulated Depreciation 3,265

Z
3
4
5
6

7
8

9
10
11

12
13
14
15
16
17
18
19
20
21
22
23
24
25

\ncreese (Decrease) to OCRB Accumulated Depreciation $ 3,265



as (95,944)

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2005
RATE BASE ADJUSTMENT #10 ..GENERAL OFFICE ALLOCATED PLANT
ORIGINAL COST

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-10
PAGE 1 of 2
SURREBUTTAL TESTIMONY

December 31 , 2006

Line
No. General Office Plant Allocation - Plant-in-Service

Per
Company
Orig. Cost

16,452
1,089,237

4 Factor
4 Factor Allocated

Allocation % Oriq. Cost
461

30,499

5,802,813 162,479

(916) (26)

847,382
14,268,765

552,719

23,727
399,525
15,476

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost and Other Intangible Plant
Land and Land Rights
Structures and improvements
Collecting and Impounding Res.
Lake River and Other intakes
Wells and Springs
infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

405,543
4,061

249,261
165,561

2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.B0%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%

11,358
114

6,979
4,636

Company Requested Level of Total General Office Plant 323,400,978 $ 655,227

Less:
RUCO OCRB Adjustment #11 - Remove Post Test Year Plant 551,208

RUCO Recommended Level of Total General Office Plant
4 Factor Allocation Factor

$22,849,770
2.80%

RUCO Recommended Level of Allocated General Office Plant .. See TJC-5 $ 639,794

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30

31
32
33
34
35
36
37
38

39
40 Company Increase (Decrease) to General Office Plant-in-Service Allocation
41 RUCO Increase (Decrease) to General Office Plant-in-ServiceAllocation
42 RUCO Adjustment

$ 751,171
$ 655,227



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJUSTMENT #10 - ACCUMULATED DEPRECIATION
ORIGINAL COST

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-10
PAGE 2 of 2
SURREBUTTAL TESTIMONY

Line
No. General Office Plant Allocation - Accumulated Depreciation

RUCO
Accumulated
Depreciation

4 Factor
Allocation %

Allocated
Accumulated
Depreciation

3,046
21 t ,596

85
5,925

2,354,430 65,924

162,569
8,664,647

552,718

4,552
242,610
15,476

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost and Other Intangible Plant
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs 8= Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

192,488
4,062

249,257
165,561

2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2_80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%

5,390
114

6,979
4,636

$ 12,560,374 $ 351,690

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31 Company Increase (Decrease) to General Office Accumulated Depreciation
32 RUCO Increase (Decrease) to General Office Accumulated Depreciation
33 RUCO Adjustment to General Office Accumulated Depreciation

$
$

403,188
351,690
(51 ,498)



's "(15,4343

Chaparral City Water Company
Test Year Ended December 31, 2006

OCRB Rate Base Proforma Adjustments
Adjustment 11

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-11
SURREBUTTAL TESTIMONY

OCRB General Office Plant - Remove Post Test Year Plant

Company OCRB 2007 Post Test Year Plant - Account 303
Company OCRB 2007 Post Test Year Plant - Account 340

$ 159,087
392,121

Total Company Post Test Year - General Office Plant 551,208

Chaparral General Office Plant Allocator 2.80%

increase (Decrease) to OCRB General Office Plant $ (t5,4-34)

Line
No.

1
2
3
4
5
6
7
8
9
10

11
12
13
14
15

Company OCRB GO Plant Accumulated Depreciation
RUCO OCRB Direct Plant Accumulated Depreciation
RUCO Adjustment

A/C $ 12,560,374
12,560,374

Chaparral General Office Plant Allocator 2.80%

increase (Decrease) to Accumulated Depreciation $

16
17
18
19
20

21
22
23

24
25

Net Adjustment

SUPPORTING SCHEDULE
ran_go_plant_Remove PTY Plant Adj.xls



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments
Adjustment 14

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-12
SURREBUTTAL TESTIMONY

Line
No.
1 Computation of CIAC Balances

$Balance at t2/31/2003 per Decision
Additions 2004

Balance at 12/31/2004
Additions 2005

Balance at 12/31/2005
Additions 2005

Balance at 12/31/2006 $

273,476
272,024
545,500
405,152
950,652

5,337,445
6,288,097

Computation of Accumu\ated Amortization CIAC Balances (Half-vear Convention)

$
2.500%

2.500% (9 months)
3.3588% (3 months)

3.358B%

Balance at 12/31/2003 per Decision
2004 Amortization at composite rate

Balance at 1231/2004
2005 Amortization at composite rate
2005 Amortization at composite rate

*Balance at 12/31/2005
2006 Amortization al composite rate

Balance at 12/31/2006 $

15,334
10,237
25,571
14,026
6,282

45,879
121,568
167v447

A.A. Balance per Computation
Balance at End of Test Year
Adjustment to A.A. CIAC

$ 167,447
99,136
68,311

Company Adjustment
RUCO Adjustment

$ 69,834
68,311

2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32 \no:rease (Decrease) to C<>ntributions-in-aid, Net $ 1,523

Reference:
Line 17 and 19 utilizes amortization rate authorized in Decision No, 68176
per Bourassa Rebuttal Schedule C-2, page 2.



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE . RCND

DOCKET no. W-02113A-D7-0551
SCHEDULE TJC-13
SURREBUTTAL TESTIMONY

(B)

LINE
NO. DESCRIPTION

(A)
COMPANY

AS
FILED

RUCO
ADJUSTMENTS

(C)
RUCO

AS
ADJUSTED

1

2

3

4

$80.783,568

(25,894,686)

$54,B88,8B2

$ (3,143,549)

3,771,719

628,170$

$ 77,640,019

(22,122,967)

$ 55,517,052

PLANT IN SERVICE

ACCUMULATED DEPRECIATION

NET PLANT IN SERVICE

CONSTRUCTION WORK IN PROGRESS (CWIP)

5 TOTAL NET PLANT $ 54,888,882 $ 628,170 $ 55,517,052

6
Less:
ADVANCES IN AID OF CONSTRUCTION (AIAC) (10,231 ,'/50)

(9,441 ,352)

(819,845)

(925,896)

109,513

(2,351)

(10, 122,247)

(9,443,703)

(819,845)

(925,896)

7 CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) »  NET

8 CUSTOMER METER DEPOSITS

9 DEFERRED INCOME TAXES

10 INVESTMENT TAX CREDITS

11 SHARED GAIN ON WELL (646,000) (570,000) (1,216,000)

Plus:
UNAMORTIZED DEBT ISSUANCE COSTS 424,010

106,884

12

13 WORKING CAPITAL

14 DEFERRED REGULATORY ASSETS

15 TOTAL RATE BASE

424,010

207,006

1,280,000

$ 34,735,045 $

(1 00,122)

(1 ,280,000)

(1 ,214,790) 35 33,520,255

REFERENCES;
COLUMN (A): COMPANY SCHEDULE B-4 and B-4-A
COLUMN (B): SCHEDULE TJC-14, PAGES 1 and 2
coLumn (C): coLumn IA) + COLUMN (B)
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CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING ADJ. #1 . TOTAL RCND UTILITY PLANT IN SERVICE (UPIS)
AND ACCUMULATED DEPRECIATION

DOCKET no. W-02113A-D7-0551
SCHEDULE TJC-15
SURREBUTTAL TESTIMONY

Total Chaparral Citv Water RCND UPIS:

Line
No. Descriotiorx Amount

1
2
3

Chaparral City Water Direct Plant Per Company
Chaparral City Water Direct Plant Per RUCO
RUCO's Direct Plant Adjustment

$ 79,791 .440
76,741 ,731

$ (s,049,709)

$4
5
S

Chaparral City Water General Office Plant Allocation Per Company
Chaparral City Water General Office Plant Allocation Per RUCO
RUCO's General Office Plant Allocation Adjustment $

992,128
849,978

(142,150)

7
8
g

Total Chaparral City Water Gross RCN UPIS Per Company
Total Chaparral City Water Gross UPlS Per RUCO
Total RUCO Gross UPlS Adjustment

$ B0,7B3,568
77,591 ,709

$ (3,191 ,859)

Total Chaparral Citv Water RCND Accumulated Depreciation:

10
11
12

Chaparral City Water Direct Plant Accumulated Depreciation Per Company
Chaparral City Water Direct Plant Accumulated Depreciation Per RUCO
RUCO's Direct Plant Accumulated Depreciation Adjustment

$ 25,365,293
21287,551
(4,077,642)

13
14
15

Chaparral City Water General Office Allocation of Accumulated Depreciation Per Company
Chaparral City Water General Office Allocation of Accumulated Depreciation Per RUCO
RUCO's General Office Allocation of Accumulated Depreciation Adjustment

529,393
463,180
(66,2'l3)

16
17
LB

Total Chaparral City Water Accumulated Depreciation Per Company
Total Chaparral City Water Accumulated Depreciation Per RUCO
Total RUCG Accumulated Depreciation Adjustment

25,894,685
21 ,75D,830

$ (4,143,B56)

19 RUCO's Chaparral City Water Plant Adjustment - Net of Accumulated Depreciation l;$. 954,998

Supporting Schedules:
\TJC-4(a)Schedules\Pages1-5\DirectPlantv4Z-CorpPlant\CentralDivisior\Plar\t\
Regarding RUCO's Easter Div. treatment see Company response to RUCO DR 2.06



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 1

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-16
SURREBUTTAL TESTIMONY

RCN Direct Plant - Rounding Adjustment

Company RCN Trended Direct Plant
RUCO RCN Trended Direct Plant
RUCO Adjustment

$ 79.791 ,440
79,791,322

(118)

Increase (Decrease) to RCN Direct Plant 35 (118>

Company RCN Trended Direct Plant Accumulated Depreciation
RUCO RCN Trended Direct Plant Accumulated Depreciation
RUCO Adjustment

$ 24,502,143
24,502,143

1

Increase (Decrease) to Accumulated Depreciation $ 1

Line
No.

1
2
3
4
5

6
7
8

9
10
11
12
13

14
15
16

17
18
19

20
21
22
23
24
25

Net Adjustment
(1951

SUPPORTING SCHEDULE
run_plant_correci_RCN Factor Rounding.xls



Chaparral City WaterCompany
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 2

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-17
SURREBUTTAL TESTIMONY

RCN Direct Plant - Correct Account 304 Index Factor

Company RCN Trended Direct Plant - Account 304
RUCO RCN Trended Direct Plant - Account 304
RUCO Adjustment

$ 1,965,394
1,947,587

(17,807)

Increase (Decrease) to RCN Direct Plant 35 (17,807)

Company RCN Trended Direct Plant Accumulated Depreciation - A/C 304
RUCO RCN Trended Direct Plant Accumulated Depreciation - A/C 304
RLJCO Adjustment

$ 486,810
482,399

(4,411)

Increase (Decrease) to Accumulated Depreciation $ (4,411)

Line
No.

1
2
3
4
5

6
7
8

9
10
11
12
13

14
15
16

17
18
19

20
21
22
23
24
25

Net Adjustment Gs

SUPPORTING SCHEDULE
run_plant_correct_Acct 304__lndex.xls

»



35 (0)

Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 3

DOCKET no. W-D2113A-07-0551
SCHEDULE TJC-18
SURREBUTTAL TESTIMONY

Line
No.

RCN Direct Plant - Remove Wells 8 81 9 - Out of Service

$ 441 ,470Company RCN Trended Direct Plant - Wells 8 8< 9 from Account 307
RUCO RCN Trended Direct Plant .. Wells 8 81 9 from Account 307
RUCO Adjustment (441 ,470)

Increase (Decrease) to RCN Direct Plant $ (441 ,470)

Company RCN Trended-Direct Plant Accumulated Depreciation - A/C 307
RUCO RCN Trended Direct Plant Accumulated Depreciation - A/C 307
RUCO Adjustment

$ 150,254
(291 ,216)
(441 ,470)

Increase (Decrease) to Accumulated Depreciation $ (441 ,470)

1
2
3
4
5

6
7
8

g
10
11
12
13

14
15
16

17
18

19

20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
run_plant_Remove Weil 8_9.xls



$ "

Chaparral City Water Company
Test Year Ended December 31, 2006

RCN Rate Base Proforma Adjustments
Adjustment 5

DOCKET no. w-02113A-07-D551
SCHEDULE TJC-19
SURREBUTTAL TESTIMONY

RCND Direct Plant - Remove Shea Water Treatment Plant 1 - Out of Service

Company RCN Direct Plant - Account 320
RUCO RCN Direct Plant - Account 320
RUCO Adjustment

$ 9,989,130
6,706,239

(3,262,891)

Increase (Decrease) to RCN Direct Plant $ (3,262,891)

Company RCN Direct Plant Accumulated Depreciation - A/C 320
RUCO RCN Direct Plant Accumulated Depreciation .- A/C 320
RUCO Adjustment

35 2,695,725
(567,166)

(3,262,891)

Increase (Decrease) to Accumulated Depreciation $ (3,262,891)

Line
No.
1
2
3
4
5

6
7
8

9
10
11
12
13

14
15
16

17
18

19

20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
run_plarlt_Remove Shea Water Treatment Plant 1.xls



$ 77,626

Chaparral City Water Company
Test Year Ended December 31, 2006

RCN Rate Base Proforma Adjustments
Adjustment 6

DOCKET no. W-02113A-0770551
SCHEDULE TJC-20
SURREBUTTAL TESTIMONY

RCRB Direct Plant - Remove Expensed Items and Capitalize

RUCO RCRB Direct Plant - Account 304
RUCO RCRB Direct Plant - Account 311
RUCO RCRB Direct Plant - Account 339
RUCO Adjustment

$ 11,590
26,084
43,217
80,891

Line
No.

1
2
3
4
5
6
7
8 Increase (Decrease) to RCRB Direct Plant $ 80,891

Accept Company's Adjustment to Accumulated Depreciation 3,265

Increase (Decrease) to RCRB Accumulated Depreciation $ 3,265

9
10
11

12
13

14
15
16

17
18
19
20
21
22
23
24
25

Net Adjustment

SUPPORTING SCHEDULE
run_plant_Remove Expensed Items & Capitalize.xls



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 10

DOCKET NO. w-02113A-D7-0551
SCHEDULE TJC-21
PAGE 1 of 2
SURREBUTTAL TESTIMONY

Line
No.

General Office Plant Allocation - Plant-in-service Company
Trended

RCN Value

RUC-O
4 Factor
Allocated

Trended RCNNARUC
16,452

1 ,089,237
461

30,499

9,379,730 262,632

(1 ,860) (52)

1 ,055,403
17,188,237

606,575

29,551
481,271

16,984

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

NARUC Description
Organization Cost
Franchise Cost and Other Intangible Plant
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

663,298
15,358

634,172
260,818

4 Factor
Allocation %

2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%

18,572
430

17,757
7,303

$ 30,907,420 $ 865,408

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

Company Computed General Office Plant
RUCO Computed General Office Plant

$ 992,128
865,408

increase (Decrease) to Plant -in-service (126,720)

SUPPORTiNG SCHEDULE
r<:n_plant_correct_RCN Factor Rounding.xls



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 10

DOCKET no. W-02113A-07-0551
SCHEDULE TJc-21
PAGE 2 of 2
SURREBUTTAL TESTIMONY

Line
No.

General Office Plant Allocation - Accumulated Depreciation

NARUC NARUC Description

Company
Trended

RCN Value
ACCUITI. Depr.

3,046
211 ,596

4 Factor
Allocation %

4 Factor
Allocated

Trended RCN
Acc um.Dear.

85
5,925

3,805,726 106,560

202,477
10,437,484

606,574

5,669
292,250
16,984

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost and Other intangible Plant
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

314,752
15,362

634,162
260,818

2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%
2.80%

8313
430

17,757
7,303

$ 16,491,997 $ 461,776

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40

Company Computed General Office Accumulated Depreciation
RUCO Computed General Office Accumulated Depreciation

$ 529,393
461,776

Increase (Decrease) to Accumulated Depreciation 35 (67,617)



~('1'e,8e;.7>8

Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 11

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-22
SURREBUTTAL TESTIMONY

RCN General Office Plant - Remove Post Test Year Plant

Company RCN Trended 2007 Post Test Year Plant - Account 303
Company RCN Trended 2007 Post Test Year Plant - Account 340

$ 159,087
392,121

Total Company Post Test Year - General Office Plant 551,208

4-Factor Allocator 2.80%

Increase (Decrease) to RCN General Office Plant $ (15,434)

Company RCN Trended GO Plant Accumulated Depreciation
RUCO RCN Trended Direct Plant Accumulated Depreciation
RUCO Adjustment

s 16,491897
16,542,128

50,131

Chaparral General Office Plant Allocator 2.80%

Increase (Decrease) to Accumulated Depreciation $ 1 ,404

Line
No.

1
2
3
4
5
6
7
8
g
10

11
12
13
14
15

16
17
18
19
20

21
22

23

24
25

Net Adjustment

SUPPORTING SCHEDULE
run_Qo_pIant Remove PTY Plant Adj.xls

i

r
I



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 13

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-23
SURREBUTTAL TESTIMONY

Line
No.

RCN General Office Plant - Adjust AIAC RCN Factor Balance

Company RCN Trended AIAC Balance
RUCO RCN Trended AIAC Balance

$ (10,231,760>
(10,122,247)

Difference in Acc um. Deere. - Line 7 minus Line 4 (109,513)

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Increase (Decrease) to RCN AIAC Balance $ (109,513)

SUPPORTING SCHEDULE
SCHEDULE TJC-2



Chaparral City Water Company
Test Year Ended December 31, 2006

RCN Rate Base Proforma Adjustments
Adjustment 14

DOCKET no.W-02113A-07-0551
SCHEDULE TJC-24
SURREBUTTAL TESTIMONY

Line
No.

RCN Computation of CIAC Balance

Company CIAC Balance Per OCRB Schedule TJC-2

RUCO CIAC Balance Per OCRB Schedule TJC-2

$

$

(6,119,129)

(6,120,652)

1,523Increase (Decrease) to OCRB GIAC Balance

RUCO RCN CIAC Trerrded Factor 1 .5437

1
2
3
4
5
6
7
8
9
10
11

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

Increase (Decrease) to RCN CIAC Balance $ 28.51

Reference:
SCHEDULE TJC-2
Line 17 and 19 utilizes amortization rate authorized in Decision No. 68176
per Bourassa Rebuttal Schedule C-2, page 2.



Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments
Adjustment 15

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-25
SURREBUTTAL TESTIMONY

Remove Deferred Requlatorv Asset and Place 1/2 in UPlS - Additional CAP Allocation

Company Deferred Regulatory Asset as 1,280,000

Line
No.

1
2
3
4
5
6
7

RUCO Adjustment

Increase (Decrease) to RCN Rate Base

(1 ,280,000)

as (1 ,280,000)



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 - WORKING CAPITAL ADJUSTMENT
WORKING CAPITAL ADJUSTMENT SUMMARY

DOCKET no. W-02113A_07_0551
SCHEDULE TJC-26
PAGE 1 OF 15
SURREBUTTAL TESTIMONY

LINE
NO. DESCRIPTION AMOUNT

1
2
3

$Cash Working Capital per Company
Cash Working Capital per RUCO
RUCO Adjustment

(100,122)
(100,122)

4
5
6

Materials 8. Supplies Inventories per Company
Materials 81 Supplies inventories per RUCO
RUCO Adjustment

$ 14,521
14,521

7
8
9

Prepayments per Company
Prepayments per RUCO
RUCO Adjustment

$ 192,485
192,485

10 Tata\ Workingflapital Adjustment $ (100,122)

REFERENCES:
Lines 1, 4, and 7: Company Schedule B-1, Page 1
Line 2: See RUCO Schedule TJC-29, Page 2 of 14
Line 10: Line 3 + Line 6 + Line 9



I (6,47)l

l $ (100,122>l

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, zoos
RATE BASE ADJ. #16 . WORKING CAPITAL ADJUSTMENT
LEADILAG CALCULATION

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-26
PAGE 2 OF 15
suRREBu1*rAL TESTIMONY

(A) (B) (C) (D) (E)

LINE
NO. DESCRIPTION

EXPENSES
PER

COMPANY
RUCO

ADJUSTMENTS

RUCO
ADJUSTED
EXPENSES

RUCO
(LEAD)lLAG

DAYS
RUCO

SB DAYS

1 SALARIES and WAGES $ 969,244 $ 969,244 * 12,00 S

2 PURCHASED WATER 831,656 821,470 *

3 PURCHASED POWER

(10,186)

11,619 614,601 *

(36.88)

35.05

4 CHEMICALS *

5 REPAIRS & MAINTENANCE (43,217) *

(50.91 )

30.00

6 OFFICE SUPPLIES & EXPENSE

602,982

127,457

104,609

19,800 * 22.70

7 OUTSIDE SERVICES * 29.09

11,630,928

(30,295,539)

21 ,544,t77

(6,488,529)

1,841 ,760

449,550

4,581 ,765

8 WATER TESTING * 15.72

(109,049)

(17,820) 402,954

9 TRANSPORTATION EXPENSES * 30.00 2,112,900

10 INSURANCE . GENERAL LIABILITY

265,544

43,458

70,430

(1,294)

127.457

61,392

19,800

157,495

25,638

70,430

(1 ,ZQ-4) * 30.00 (3B,820)

11 RENTS * 0.00

12 MISCELLANEOUS EXPENSE 1 ,Z59,948 38,164 * 30.00

13 TAXES OTHER THAN INCOME 47,873 * 75.62

14 PROPERTY TAXES 295.813 * 212.50

15 STATE INCOME TAXES * 62.65

16 FEDERAL INCOME TAXES

(77,724)

114,912

521,525

1 ,298,1 12

47,873

218,089

163,657

742,800 37.50

17 INTEREST 312,488 * 90.00

18 TOTAL OPERATING EXPENSES

48,745

221,275

367,737

$ 5,276,277 $

(55,249)

372,974 $ 5,649,251

38,943,360

3,520,156

46,343,867

1D,253,093

27,854,986

2B_123,944

s 160,880,473

19 EXPENSE LAG 2848

20 REVENUE LAG 22.01

21 NET LAG

22 CASH WORKING CAPITAL

*

NOTE
RUCO RECOMMENDED LEVEL OF CASH WORKiNG CAPITAL EXPENSES



ARIZONA-AMERICAN WATER COMPANY
TEST YEAR ENDED DECEMBER 31, 2005
RATE BASE ADJ. #15 , WORKING CAPITAL
REVENUE LEAD/LAG ANALYSIS

DOCKET no. w-02113A-07_0ss1
SCHEDULE TJC-26
PAGE 3 OF 15
SU RREBUTTAL TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G) (H) (I) (J)

LINE
no. BEGINNING ENDING

MID-POINT
SERVICE
PERIOD BILL DATE

BILLING
LAG DUE DATE PAY LAG

REVENUE
LAG DAYS

AMOUNT
OF BILL

RUCO
5 DAYS

3/1/2006
3/ t /2006
3/1/2006
3/1 /2006
3/1/2005
3/1 /2006
3/1/2006
3/1 /2006
311 /2006
3/1 /2006
3/1 /2006
3/1 /2006
3/1 /2006
3/1 /2006
3/1 /2006

3/31/2006
3/31/2005
3/31/2006
3/31/2005
3/31/2005
3/31/2006
3/31/2006
3/31/2006
3/31/2005
3/31/2006
3/31/2005
3/31/2005
3/31/2006
3/31/2006
3/31/2006

15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15.00
15,00
15.00
15,00
15.00
15.00
15.00

3/14/2006
3/21 /2006
3/14/2006
3/22/2006
3/22/2006
3/20/2006
3/13/2005
3/13/2006

3/6/2006
3/14/2006
3/21 /2006
3/3/2006
3/7/2006

3/15/2006
3/22/2006

-'I7,00
_10.00
-17.00

-9.00
-9.00

-11.00
-18.00
-18.00
-25.00
-17,00
-10.00
~2B.00
-24.00
-16.00
-9.00

4/4/2005
4/11/2005

4/4/2006
4/12/2006
4/12/2006
4/10/2005

4/3/2005
4/3/2006

3/27/2005
4/4/2005

4/11/2006
3/24/2005
3/28/2005

4/5/2005
4/12/2005

21.00
21,00
21.00
21.00
21.00
21.00
21 .00
21.00
21.00
21,00
21.00
21,00
21.00
21.00
21.00

19.00
26,00
19.00
27.00
27.00
25.00
1 B.00
18.00
11 .00
10,00
25.00

8.00
12.00
20.00
27.00

$ 34.07
2B.57
25.82
25.82
25,82
31 .33
52.24
82.49
52.24
57.74
41 .22
53.23
41 .22

301 .BE
549.86

$ 647
743
491
697
697
7B3
940

1 ,485
575

1 ,097
1 ,072

508
495

6,037
14,846

$ 1,414 s 31,110

1

2

3

4

5

6
7

B

9

10

11
12

13

14

15

16

17
18

19

20 RUCO REVENUE LAG DAYS 11 zz.01l\

REFERENCES:
15 Chaparral City Water Bills



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 . WORKING CAPITAL
INTEREST EXPENSE (LEAD)/LAG ANALYSIS

DOCKET no. W-02113A-07-D551
SCHEDULE TJC-26
PAGE 4 OF 15
SURREBUTTAL TE$TIMQNY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

LINE
NO. DESCRIPTION BEG1NNlNG ENDING

MID-POINT
SERVICE
PERIOD

PAYMENT
DATE

PAYMENT
(LEAD)/LAG

PAYMENT
AMOUNT

DOLLAR
DAYS

1 Bond due 2007 1/1/2006 12/31/2006 7/2/2006 S/30/2006
12/31 /2006

(200)
182.08

1 .75%
1_75%

$ (0)
3

2 Bond due 2011 1/1/2006 12/31/2006 7/2/2008 6/30/2006
12/31/2006

(2.00)
182.00

7.28%
7.28%

(0)
13

3 Bond due 2022 1/1/2006 12/31/20D6 7/2/2005 6/30/2005
12/31/2005

(2_00)
182.00

33.58°/>
33,5B%

(1)
51

4 Bonddue 2022 1/1/20DB 12/31/2006 7/2/2006 6/30/2005
12131/2005

(2.00)
182.00

739%
7.39%

(0)
13

5 TOTAL PAYMENTS & DOLLAR DAYS 100.00% s 90

e INTEREST EXPENSE LAG DAYS 9360



212.50

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 .. WORKING CAPITAL
PROPERTY TAX LAG DAYS ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-26
PAGE 5 OF 15
SURREBUTTAL TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E)

LINE
NO.

MID-POINT
SERVlCE
PERIOD DUE DATE

EXPENSE
LAG DAYS

1

2

BEGINNING

'I/1/2005

ENDING

12/31/2005 7/1/2005 10/31/2005
4/30/2006

(81.00
151.50

3 TOTAL PROPERTY TAX LAG DAYS



37.50

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 l WORKING CAPITAL
CALCULATION OF FEDERAL INCOME TAX LAG

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-26
PAGE 6 OF 15
SURREBUTTAL TESTIMONY

LINE
no.

(A)
PAYMENT

DATE

(B)
SERVICE
PERIOD

MIDPOINT

(C)
(LEAD)/LAG

DAYS X

(D)
PAYMENT
AMOUNT

(E)
DOLLAR

DAYS

1 07/01/05 25.00%

2 07/01/05

07/01/05

25.00%

25.00%

(19.25)

(4.00)

19.003

(77.00)

(16.00)

76.00

4

04/15/05

06/15/05

09/15/05

12115/05 07/01/05 167.00 25.00% 41.75

5 TOTALS 100.00% 37.50

6 INCOME TAX LAG



62.65

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 315 2006
RATE BASE ADJ. #16 - WORKING CAPITAL
CALCULATION OF STATE INCOME TAX LAG

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-26
PAGE 7 OF 15
SURREBUTTAL TESTlMONY

LINE
no.

(A)
PAYMENT

DATE

(B)
SERVICE
PERIOD

MIDPOINT

(C)
(LEAD)/LAG

DAYS X

(D)
PAYMENT
AMOUNT

1 22.50% $

(E)
DOLLAR

DAYS

2 22.50%

3

(77.00)

(16.00)

76.00 22.50%

4 167.00 22.50%

(17)

(4)

17

38

5

04/15199

06/15/99

09/"I 5/99

12M 5/99

04/15/00

07/01/99

07/01/99

07/01/99

07/01/99

07/01/99 289.00 10.00% 29

6 TOTALS 1 .00 62.65

7 INCOME TAX LAG



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #Ge . WORKING CAPITAL
OUTSIDE SERVICES EXPENSE LEAD/LAG ANALYSIS

DOCKET no. w-cz113A-07-0551
SCHEDULE TJC-26
PAGE B OF 15
SURREBUTTAL TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

LINE
NO. DESCRIPTION BEGINNING ENDlNG

MID~POlNT
SERVICE
PERIOD

PAYMENT
DATE

PAYMENT
(LEAD)/LAG

PAYMENT
AMOUNT

DOLLAR
DAYS

1
2
3
4
5
6

TNT Technology Co.
NYE Tm Landscape
Quad fa
TMV
Workplace Safety
Fennemore Craig

12/18/2006
1 1/1/2005
2/6/2006
5/1/2005

9/23/2005
7/1/2006

12/24/2006
11/30/2005

we/zoos
5/31/2006
9/30/2005
7/31 /2006

12/21/2005
11/15/ZD05

2/B/2006
5/15/2006
9/26/2005
7116/2006

1125/2007
12/30/2005
ZZSIZDOS
6/t5/2006
9/29/2005
8/21 l2D05

35.00
44,50
15.00
30.00
2.50

36.00

$ 1 ,oho
22,875
35,433

500
244

21 ,221

$ 37,100
1,017,938

531,495
15,000

B10
763,955

7 Total s 81,333 $ 2,356,099

8 Lead/Lag Days 29.09

4



CHAPARRAL CITY WATER COMPANY, inc.
TEST YEAR ENDED DECEMBER 31, 2005
RATE BASE ADJ.#18 . WORKING CAPITAL
PURCHASED POWEREXPENSE LEADILAG ANALYS1S

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-25
PAGE 9 DF 15
SURREBUTTAL TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

LINE
NO. DESCRIPT»ON

APS:

BEGINNING ENDING

MlD-POINT
SERVICE
PERIOD

PAYMENT
DATE

PAYMENT
(LEAD)/LAG

PAYMENT
AMOUNT

DOLLAR
DAYS

1
2
3
4

Jan-OB
Dec-07
Nov-07
Od-07

12/11/2007
1 1/8/2007

10/1012007
9/11/2007

1/9/2008
W11/2007
11/B/2007

10/10/2007

12/25/2007
11/24/2007
10/24/2007

9/25/2007

1/31/2008
12/31/2007
11/30/2007
t 0/29/2007

36.50
36.50
36.50
3350

$ 17,136.95
22,160,33
29,886.99
30,158.30

$ 525,499
808,854

1 ,09D,875
1 ,010,303

5 Total 99,342.62 3,535,530.73

6 Lead/Lag Days I 35.59

SRP:
7
8
g
10

Dec-o7
Oc1-07
Sep-07
Aug-o7

15.5
15

165
15

23.5
ZN

16.5
13

39.00
36.00
33.00
28.00

5 18,238.75
13,647.95
13,996.57
12,379.75

$ 711 ,it 1
491 ,326
461,890
346,633

11 Total $ 58,263.13 $ 2,011,151

12 Lead/Lag Days 34.52 I

13 Average Lead/Lag Days

I

35.05

I

I



.12 Days

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 - WORKING CAPITAL
CALCULATION OF STATE INCOME TAX LAG

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-26
PAGE 10 OF 15
SURREBUTTAL TESTIMONY

LINE
no.

(A)
SERVICE
PERIOD

(B)
SERV\CE
PERIOD

MIDPOINT

(C)
PAY

DATE

(D)
LAG
DAYS

1 14 Days 7 Days 5



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31 I 2006
RATE BASE ADJ. #16 - WORKING CAPITAL
TAXES OTHER THAN INCOME

DOCKET NO. w-02113A-07-0551
SCHEDULE TJC-26
PAGE 11 OF 15
SURREBUTTAL TESTIMONY

LINE
no.

(A)
SERVICE
PERIOD

(B)
SERVICE
PERIOD

MIDPOINT

(C)
PAY

DATE

(D)
LAG
DAYS

1 91 .25 Days 45.62 Days 30 75.62



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2005
RATE BASE ADJ. #16 -WORKING CAPITAL
CFFICE SUPPLIES EXPENSE LEADILAG ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-26
PAGE 12 OF 15
SURREBUTTAL TESTIMONY

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G)

BEGINNING ENDING
PAYMENT

(LEAD)/LAG
PAYMENT
AMOUNT

s

LINE
NO.

1
2
3
4
5
6
7
B
9
10
11
12
13
14
15

OESCR1PT» ON
Iron
Iron
lion
Robertson Consulting
Robertson Consulting
Laser Pros
OPACS
Laser Pros
OPACS
OPACS
OPACS
o p A l s
Pitney Bowes
OPACS
Network Supp\y Resource

1 1/8/2005
5/B/2006
BIB/2006
7/6/2006

B/25/2005
1/23/200B
1/9/2005

9/19/2006
1/20/2006
5/12/2006
7/2B/2006
Bl7l2oD6

B/24/2005
9/22/2006
9/12/20DB

2/8/2006
8/B/2005

11/8/2006
7/24/2006
9/22/2006
1/25/2005
2/B/2006

9/20/2006
2/19/2006
6/11/2006
8/27/2006
9/S/2006

B/30/2006
10/22/2005
10/23/2005

MID-POINT
SERVICE
PERIOD
12/24/2005
6/23/2006
9/23/2006
7/15/2006
9/B/2005

1/24/2005
1/24/2006
9/19/2006
2/4/2005

5/27/2006
8/12/2006
B/22/2005
8/27/2005
10/7/2005
10/2/2006

PAYMENT
DATE
2/1 B/2006
B/18/2006

1 1/18/2006
7/24/2006
9/22/2006
1/26/2005
2/B/2006

9/20/2006
2/19/2005
6/11/2006
8/27/200B
9/S/2006

B/30/2006
1D/22/2006
10/23/2005

56.00
56.00
56.00
9.00

14.00
1 .50

15.00
0.50

15.00
15.00
15.00
15.00
3.00

1s.00
20.50

350.9B
336.79
382.83
300.00
725.89
160.B5
395.01
139.26
460.07
178.54
309.78
338.59
1 B9.99
175.70
298.00

$

DOLLAR
DAYS

19,555
18,860
21 ,4 as
2,700

10, 162
241

5,925
70

6.901
2,678
4,547
5,079

570
2,630
5,109

5 Total 4,7422B 107,671,29

6 Lead/Lag Days I 22.70 I



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #16 . WORKING CAPITAL
WATER TESTING EXPENSE LEADILAG ANALYSIS

DOCKET no. W-02113A-07-0551
SCHEDULE TJC-28
PAGE 13 OF 15
SURREBUTTAL TESTIMONY

(A) (8)
SERVICE PERIOD

(C) (D) (E) (F) (G)

MID-POINT
SERVICE
PERIOD

PAYMENT PAYMENT
(LEADVLAG

DOLLAR
DAYS

LINE
no.

1
2
3
4
5
6
7

DESCRIPT»ON
Del Mar Analytical
Del Mar Analytical
Test America
Water Trap
MWH Laboratories
MWH Laboratories
Test America

BEGINNING
6/15/2006
zzaI2oos
B/14/2006
1/17/2005
1/24/2006
1/2412006
8/14/2005

ENDING
7/17/2006
3/30/2006
9/13/2006
Z18/2005
3/1/2006

2113/2006
g/13/2006

7/1/2005
3/15/2005
8/29/2005

2/2/2006
211 1/2005

2/3/2005
B/29/2005

DATE
7/17/2006
3/30/2005
9/13/2005
2/1Bl20Ds
3/1/2005

2/13/ZDDB
9/13/2005

16.00
15.00
15.00
16.00
18.00
took
15.00

PAYMENT
AMOUNT

$ 1 ,800.D0
1 ,800.D0
44450.56
4,205.62
1 ,885.0D

130,00
11020.00

$ 28,800
27,000
66,758
67,290
33,570

1 ,sao
15,300

5 Total 15,271.18 240,018.33

5 Lead/Lag Days I 15,72 I



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
RATE BASE ADJ. #15 . WORKING CAPITAL
CHEMICAL EXPENSE LEADILAG ANALYSIS

DOCKET no. W~02113A-67-0551
SCHEDULE TJC-26
PAGE 14 OF 15
SURREBUTTAL TESTIMONY

(A) (B)
sERve»(:E PERIOD

(C) (D) (E) (F) (G)

PAYMENT

BEGINNING
LINE
no.

1
2
3
4
5
S
7
B
9
10
11
12
13
14
15
15
17
18
19
20
21

DESCRIPTION
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
Hill Brothers
NTU Technologies
NTU Technologies
Thatcher
Engineered Sales

12/B/2005
1/912006

1/1 B/2006
2/2/2005

2/13/2006
2/24/2005
3/8/2006

3/24/2005
4/6/2006

4/17/2006
5/3/2005

5/1 0/2005
5117/2005
5/31/2006
6/6/2005

S/14/2005
5/23/2005
2/23/2006
8/3/2005
1/1/2006
1/1 /2006

ENDING
1/9/2006

1/19/2006
2/2/2006

Z13/200B
2/24/2005
3/8/2006

3/24/2006
4/6/2006

4/17/2006
5/3/2006

5/10/2005
5/17/2006
5131/2006
6/6/2006

S/14/2006
6/23/2006
6/30/2005
B/3/2006

12/14/2006
12/3112006
12131/2006

M$D-POINT
SERVICE
PERIOD
12/24/2005
1/14/200B
1/26/2006
2/7/2006

2/1B/2006
3/2/2006

3/16/2006
3/30/2006
4/11/2006
4/'25/2005
5/6/2006

5/13/2006
5/24/2006
6/3/2006

6/10/2006
6/18/2006
6/26/2006
5/14/2006
10/8/2006
7/2/2006
7/2/2006

DATE
1/7/2006
Z8/2006

2/1 Bl20D6
3/1 /2006

3/12/2006
3/23/2005

4/7/2005
4/23/2006

5/5/2006
5/16/2086
6/2/2006
S/9/2005

6/15/2006
G/30/2006

7/5/2006
vm3/2006
7/22/2006
3/22/2006

9/2/2006
1/31/2006
1/31/2006

PAYMENT
(LEAD)/LAG

14.00
25,00
23.00
21 .50
21 .50
21 ,OO
22.00
23.50
23.50
21.00
20.50
26.50
23.00
27.00
25.00
24.50
25.50

(53.50)
(36.50)

(15200)
(152.00)

PAYMENT
AMOUNT

s 1,513.00
1,405.00
1,406.00
1,406.00
1,620.00
1,406.00
1,408.00
1,405.00
1,520.00
1,620.09
1,299.00
1,620.00
1,820.00
2,155,00
2,155.00
2,155,D0
2,155.00

14,229.60
13,251 .60
21 ,D66.97
1,008.91

$

DOLLAR
DAYS

21,182
35, 150
32,338
30,229
34,B30
29 v526
30,932
33,041
3B_D70
34,020
34 ,424
42,930
37,260
58,185
53,875
52,798
54,953

(7B1 ,2B4)
(4B4,048)

(3,202,179>
(153,354 )

ZN Total 77,53508 (3,947, 12426)

23 LeadlLag Days I (50.91 )
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CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING INCOME . TEST YEAR AND RUCO PROPOSED

DOCKET no, W..02113A.Q7-0551
SCHEDULE TJC-27
SURREBUTTAL TESTIMONY

(A) (B) (D) (E)

LINE
NO DESCRIPTION

COMPANY
TEST YEAR

AS FILED

Ruc o
TEST YEAR

ADJUSTMENTS

(C)
RUCO

TEST YEAR
AS

ADJUSTED

RUCO
PROPOSED
CHANGES

RUCO
RECOMMENDED

REVENUES - WATER:

1 WATER REVENUES $ 7,354,411 s 58,310 $ 7,422,721 $ 1,144,478 s 8,567,199

2 UNMETERED WATER REVENUES

3 OTHER WATER REVENUES 82.289 82,289

4 TOTAL REVENUES

85,289

s 7,446v700 $ 58_310 $ 7,505,010 $ 1,11-4,478 s 8,649,485

5
OPERATING EXPENSES!

SALARIES AND WAGES $ 969,244 $ 5 959,244 $ s 969,244

6 PURCHASED WATER B31 ,656 821 ,470 B21 ,470

7 PURCHASED POWER 502,982

(10,185)

11,619 614,501 514,601

B CHEMICALS 127,457 127.457 127,457

9 REPA\RS AND MAINTENANCE 104,609 (43,217) 61,392 61,392

10 OFFICE SUPPLIES AND EXPENSE 19,500 19,800 19,800

11 OUTSIDE SERVICES 286,544 157,495 157,495

12 WATER TESTING 43,458

(109,049)

(17,820) 25,635 25,635

13 RENTS

14 TRANSPORTATION EXPENSES 7D,430 7D,43D 70,430

15 INSURANCE . GENERAL LIABILITY (1 ,294) (1,294) (1.29-4l

16 INSURANCE _ HEALTH AND LIFE

17 REG, COMMISSION EXP.. RATE CASE 144,871 (51,538)

38,164

93,333 93,333

LB MISCELLANEOUS EXPENSE 1,259,948 1,29B,112 1,298,112

19 DEPRECIATION & AMORTIZATION Exp. 1,608,019 (67,021) 1 ,54D,99B 1 ,540,998

20 AMORT. OF GAIN ON WELL (76,000) (76,000)

21 AMORT. OF CAP

(76,000)

64,000 (64,000)

22 TAXES OTHER THAN iNCOME 47,873 47,873 47,873

23 PROPERTY TAXES 295,813 218,089 218,989

24 INCOME TAXES 270,020

(77,724)

194,586 454,586 441,771 905,456

25 TOTAL OPERATlNG EXPENSES $ 5,453,324 $

s

441,771

26 UTILITY OPERATING INCOME

$ 6,849,430

s 797,270

$

$

(196,106)

254,416 $ 1,051,686 702,707

$

s

B,B95,D94

1,754,393

REFERENCES:
COLUMN (A): co. SCH. C-1
COLUMN (B): s<:H. TJc-31
coLumn (c): coLumn (A) + coLumn (B)
COLUMN (D): SCH. TJc-1, PAGE 1 OF 2
COLUMN (E): COLUMN (C) + COLUMN (D)
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CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, zoos
OPERATING ADJ. #t . DEFRECIATION AND AMORTIZATION EXPENSE

LINE
no ,

General Gffice Plant Allocated
301 Organization Cost
302 Other Intangible Plant
304 Structures and Improvements
311 Electric Pumping Equipment
339 Other Plant and Miscellaneous Equipment
340 Otiice Furniture and Fixtures
341 Tiansportalion Equipment
343 Tools and Work Equipment
344 Laboratory Equipment
345 Power Operated Equipment
346 Communications Equipment

ACCT.
NO.

301
302
303
304
305
306
307
305
309
310
311
320
330
331
333
334
335
335
339
340
341
342
343
344
345
346
347
345

Organization Cost
Franchise Cos( and Other Intangible Plant
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other intakes
Wells and Springs
lntiltlation Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
WalerTreatmenl Equipment
Distribution Reservoirs 8 Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
LaOoiatqry Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

Less: Amortization of ConUfbutinns _ Year End Ba),

TOTAL DIRECT PLANT IN SERVICE

TOTAL GENERAL OFFICE PLANT ALLOCATION

PLANT ACCOUNT NAME

(A)
ADJUSTED
TEST YEAR
BALANCE

PER COMPANY

$

s

PET Company
528

1,506,908
7,753,500
a, 170.420

17,450,634
7,389,930
2,725,673
1 , 171 ,ass

51 ,053.253

305,920
1 ,51B,648

6.548

1,610,687
270,359
535,315

6,285,097

332,065

149,355

39,105
106.542

27,201
458,027

17,742
13,021

130
a,001
a m s

186,270

716,238

RUCO
ADJUSTMENTS

$

s

4
Correct for
Factor Allow.

D
(2,010,923)

6,547
0

(0)
(0)
(1)

(1,417,575)

(B)

(107,412)

(0)
(105,542)

34,063

605,937
10,994

0

449.760
U)
0

(1,663)
(17)

(1,022)
(579)

(z,26€§

0

s

5 49.635,e77

RUCO
ADJUSTED
BALANCE

RUCO
Adjusted

461
26,044

162,479
(26)

23,727
3B8,546

15,476
11 ,355

114
6,979
4,636

1,505,908
5,752,577
B, 176,967

17,450,634
7_3Bg_930
2,725,573
1,171 ,533

911 ,857
1529,642

6,543

1 ,7SD,447
270,358
535,315

(C)

224,653

149,365

639,794

39,105

34.053

mocKEr no. W-021 '13A» D7-D551
SCHEDU LE TJC-29
SURREBUTTAL TESTIMONY

COMPONENT
DEPRECIATION

RATES

(D>

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
5.67%
2.00%
5.00%

12.50%
3.33%
2.22%
2.00%
3.33%
8.33%
2.00%
5.57%
6.67%
6.67%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
0.00%

0.00%
000%
3.33%

12.50%
3.33%
6.57%

20.00%
5.00%

10 .AD%
5.00%

10.00%

1

(E )
RUCO

RECOMMENDED
DEPRECIATION

EXPENSE

s

$

$

s

1,719,510

1BB.364
191 .561
181,529
349,013
245,085
227,049

23,433

(211,205)

117.422
1B,033

1D7,D53

5D_937
164

5.411

(3)
79D

25,916

32,593

7 ,4B1

7,45B

3.910

56B
11

Fully Depreciated

Fully Depreciated
Fully Depreciated

Total Depreciation Expense $ 1,540,998

Adjusted Tes\ Year Deprecjaiion Expense $ 1.60e.019

Increase (Decrease) in Depreciation Expense s (57,021 )

1
2
3
4
5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
19
20
21
ZN
23
24
25
25
27
28
29
3D
31
32
33
34
35
36
37
CB
39
40
41
42
43
44
45
45
47
CB
49
50
51
52
53
54
55
56
57 Adjustment to Revenues and\or Expenses s g57.021)

Note: Column B, line 36 and 40 adjusts tor both the 4 Factor Ailonaior (23%) and Removal of s15Q,087 and 8392,121 of Post Test Year Plant in Accouni 303 and 340 respectively
AmonizalIon Rate approved in Commission Decision No. BB17S



(77,724)l\ s

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING ADJ. #2 . PROPERTY TAX EXPENSE

DOCKET no, W-02113A-07-0551
SCHEDU LE TJC-30
SURREBUTTAL TESTIMONY

LINE
no. DESCRIPT» ON AMOUNT REFERENCE

1
2
3

REVENUES - 2004
REVENUES .. 2005
RUCO PROPOSED REVENUES

s 6,544,219
7,019,951
8,649,488

COMPANY SCHEDULE E-1
COMPANY SCHEDULE E-1
SCHEDULE TJC-30

4 TOTAL $ 22,212,758 SUM LINES 1, z, & 3

5
6
7

3 YEARAVERAGE
MULTIPLIER FOR REVENUES (2 X LAST 3 YRS. AVERAGE REVENUE)
REVENUES FOR FULL CASH VALUE

$ 7,404,253
X 2

$ 14,808,505

LINE 4/3 YEARS
ADOR VALUATlON FACTOR
LINE 5 X 2 (MULTIPLIER FOR REVENUES)

8 ADD: 10% OF CWIP BALANCE s COMPANY TRIAL BALANCE

g LESS: NET BOOK VALUE OF VEHICLES SCHEDULE TJC-6, PAGE 3 OF 3

10 FULL CASH VALUE

474,679

3; 14,333,826

22.0%

LINE 7 + LINE 8 MINUS LINE 9

11 ASSESSMENT RATIO PER HOUSE BILL 2779

'IZ ASSESSED VALUE S 3,153,442

5.Q159%

LINE 10 x LINE 11

13 PROPERTY TAX RATE PER TAX BILLS

14 PROPERTY TAXES PAYABLE PER RUCO $ LINE 12 X LINE 13

15 PROPERTY TAXES PER COMPANY

218,089

295,813 PER COMPANY

16 RUCO ADJUSTMENT LINE 14 MINUS UNE 15



Chaparral City Water Company
TEST YEAR ENDED DECEMBER 31, 2008

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 4

DOCKET no. W-02113A-0l7-055'I
SCHEDULE TJC-31
SURREBUTTAL TESTIMONY

Line
No.

Rate Case Expense

$

$
$

280,000Estimated Rate Case Expense
unrecovered Rate Case Expense (Prior Case)'
Rate Case Expense 280,000

Estimated Amortization Period (in Years) so

Annual Rate Case Expense $ 93,333

Test Year Adjusted Rate Case Expense $ 144,871

increase(decrease) Rate Case Expense $ (51,538)

Adjustment to Revenue and/or Expense $ (51,538)

$

$ 11] divided by [2]

1
2
3

4
5
6
7
8
g
10
11
12
13

14
15

16
17

18
19
20
21
22
23
24

1 Computation of Unrecovered Rate Case Amount
Rate Case Expense
Amortization Period (yrs)
Annual Amortization amount
Amortization (years)
Total Amortization
Remaining Unrecovered Rate Case Expense

$
$

285,000 [1]
4 [2]

71,250 [3]
1B3 [4]

130,388 [5]
154,613 [6]

[4] times [3]
[1] minus [5]



-§'@1-;0005

Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 6

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-32
SURREBUTTAL TESTHVIONY

Outside Services Expense

$ 3,500
20.28571 Number of Weeks

1 Weekly Charge
2 January 1, 2006 thru May 22, 2006
3
4 Increase(decrease) Miscellaneous Expense
5
6 Adjustment to Revenue and/or Expense
7
8
9

$(71 ,000)



$ (812665

Chaparral City Water Company
Test Year Ended December 31, 2006

Operating Income 81 Expense Adjustments
Adjustment 8

DOCKET NO. w_02113A-07-0551
SCHEDULE TJC-33
SURREBUTTAL TESTIMONY

Remove Expensed Items and Capitalize

Line
No.
'I
2
3
4
5
6
7
8

Per RUCO Outside Services
Per RUCO Outside Services
Per RUCO Repairs and Maintenance Expense
Per RUCO Late Filing Penalty
Per RUCO Outside Services
RUCO Adjustment

$ (11590)
(26,084)
(43,217)

(45)
(330)

(81 ,266)

Increase (Decrease) to Expenses 33 (81266)
9
10
11
12
13

14
15
16
17
18
19
20
21
22
23
24
25

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULE
run_plar\t_Remove Expensed Items 81 Capitalize ls

4



CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2006
OPERATING ADJUSTMENT 11 - REMOVE CAP AMORTIZATION

DOCKET no. W-021138-07-0551
SCHEDULE TJC-34
SURREBUTTAL TESTIMONY

See TJC Direct Testimony



$ 194,566

CHAPARRAL CITY WATER COMPANY, INC.
TEST YEAR ENDED DECEMBER 31, 2005
OPERATING ADJ. #12 - INCOME TAXES

DOCKET no. w-02113A-07-0551
SCHEDULE TJC-35
SURREBUTTAL TESTIMONY

LINE
no. DESCRIPTION AMOUNT REFERENCE

1
FEDERAL INCOME TAXES:
OPERATING INCOME BEFORE INCOME TAXES $ 1,516,372 SCH, TJC-28

2
3

LESS1
ARIZONA STATE TAX
INTEREST EXPENSE

83,887
312,488

LINE it
NOTE (a)

4 FEDERAL TAXABLE INCOME .LINE 1 - LINES 2 a 3

5 FEDERAL INCOME TAX RATE

$ 1,119,997

34.00% TAX RATE

6 FEDERAL INCOME TAX EXPENSE $ 380,799 LINE 4 X LINE 5

7
STATE INCOME TAXES:
OPERATING incoME BEFORE INCOME TAXES $ 1,516,372 LINE 1

8
LESS:

INTEREST EXPENSE

9 STATE TAXABLE INCOME

NOTE (A)

LINE 7 - LINE 8

10 STATE TAX RATE

312,488

$ 1,203,884

6.958% TAX RATE

1 1 STATE INCOME TAX EXPENSE S LINE 9 X LINE 10

12 TOTAL INCOMETAX PER RUCO L1nE6+11

13 INCOME TAXES PER COMPANY FILING

83,887

464,686

270,020 COMPANY SCHEDULE C-1

14 RUCO INCOME TAX ADJUSTMENT

NOTE (al:
iNTEREST SYNCHRONIZATION

ADJUSTED RATE BASE
WEIGHTED COST OF DEBT

$ 27,498,329
1.14%

33 312,488



8
w
up
CD>-z

o
E

8
eaL__@0
E O
3

63
-
1-
O

8
m
o.

8
no
'w
LO

o
6\
C\I
o?
[*- 8

35u_.(90
ET()

3

68
1.-
T"

O

39
m
co
1.-

8
LO
N .
LD

83

m
i n

9
r -

9
5 l=w5341

312
d*l;2..J
1-33
Wow
¥ u.Ilz

E
l-
cm
O
o

8
T -

*w
Cal

g
we
co
Lo

s
c*>
etof DT

|-
U)
O
O

1-
*z
N

8
'

9Lm

8
m
co
no

8O
1 "

~=r

39
O
n _
U)
1""'

8
O
et
co
r \

39
c::»

OO

Y-
~=r

~89
O
t*!
O)
1 -

8
O
et
co

8Q1°
: o,\l....-

EC
O

22' OAp--
DC

O

oO1-
\

TmWeA52
<.> <3 _4¢8< <m

Oo
qOO
< '_1-

oo
Q
inco
:Q
©

cor\
<l"__
N©
"2
co
N

LD
t\-

I\-
v
et
qi
m

DuJLU,-oA0->zo3<
_,_1£3< <m

OO
Q
OO
~<r_

O
o
Q
Lr>
QS
LQ
©

COl\
'llN©
QLDN

<0
N
*K
N-
we
¢Y3_
we
r~*>

. J
<
G.
<o
u_
O
|-co
O
o

69 69 9% e=>

AooO
Ono
El

OOO
O
vLD

OOO
(3
Nm

E
=
D.
<
<.>
Ll.
o
9-
cm
O
O
D
LLI
|-

9
LIJ
3

OoO
OnoN

O
O
O
O
GD

OoO
<3
Nm

Dl.uP-
Q
UJ
3
m
M
o
O

t-ZOu.:
2~c.>t-"DD:/>

DID
O
< 99

m
no
>
u.

I'-
Z
IJJ

8 2" ' t-'DDmLr:
' >D
< ea

9

Oa
Qoo

_\-
3

O

Q

<4

i-Z
D
O
2
<

OD
Q
LD
(D
et
co

co
r~

_
No
Q
Y\
N

CDl\
9r\©
NLo
U°J

I-z3
O
2
<

\--

O
o
O.
LD
no
et
(D

(D
!\

__
NO
Q
I\
N

LD
|\
<;
v~
(D
n _
Lm
E"'J

he 69

_|
<
|-
D.
<r
O

ea e9~

_I
<I-
D.
<r
Ou.

o
|-
cm
O
U|-

m
LU
D
2
m
IJJ
*T
1-
oz
o

co

D
LU
|-

QLu
3

I -
m

Z
Q
I-
<
N
23
I;
D.
<
O

u_
O
I-
m
O
U
D
UJ
|-

Q.LU
3

z
Q
t-
8
DC
o
U)
LIJ
D

;-.
m
LU
D
E
of
UJ
'T
(D
Z
O
_J

>-
L=
D
O
UJ
Z
O
2
E
O
O

Z
Q|-<
5'
Ir'
=
D_
<O
_I
<I-
O|-

m
re
O
O

Z
Q
|-
8
nr
(_)
U)
LU
D

|-
m
IJJ
a
E
n:
UJ
'T
|-
DC
O

CD

u.l
D
2
Q:
LIJ
IT
CD
Z
O
_ I

3
O
LU

Z
O
E
2
O
(_)

in|-
O
t-

m
n:
>
u.

m

Ll.Iz
3

ETS 9
zz

1' 22 E
. 3 3 3

°3E00'3E5' U O Q

W>28¥"
§8228@z<EEEE2%¢D:?3-J._l¢D__l
Ou_|OO|_1_1 Q
o o o o

g g m o a m
E z z z z z z
M E E E E E E
m : 3 : : : 3
Ll__l_l_J..J_J_l
M O O O O O O
m o o o o o o

cy
Zen
, s
E u

53
58
g M
E Emm
I..U
<LIJ

9.1
i'*'<
63 h
_,u18<83°M Ll.
<>-0
32-'<7>wl l _ u o
UI-U

LL] .
Z O
_.J Z

T ' N pr) 9' LO

8O

co Y\ of m Ox-



DOCKETED BY

I

DOCKETED bY l

91

ORIGINAL

1

2 COMMISSIONERS

BEFORE THE ARIZONA CORPORATION COMMISSION

Arizona Corporation Commission
DOCKETED

\

3 \MARC sprrzBR, Chairman
WILLIAM A. MUNDELL

4 IJEFF HATCH-MILLER
MIKE GLEASON

5 11<R1sT1n K. MAYES

MAR 1 9 2004

6
DOCKET no. W-01445A-02-0619

DECISION no. 66849

IN THE MATTER OF THE APPLICATION OF
7 I ARIZONA WATER COMPANY, AN ARIZONA

CORPORATION, FOR ADJUSTMENTS TO ITS
8 I RATES AND CHARGES FOR UTILITY SERVICE

FURNISHED BY ITS EASTERN GROUP AND
9 \ FOR CERTAIN RELATED APPROVALS.

10  IDAT ES  oF mAm4G:

OPINION AND ORDER

March 31, 2003 and September 17, 2003 (pre-hearings),
September 22, 23, 24, 25 and 26, 2003,
December 8, 2003 (oral argument)

Phoenix, Arizona

DwightD. Nodes

Mike Gleason, Commissioner

Mr. Jay Shapiro and Mr. Norman James, FENNEMORE
CRAIG, on behalf of Arizona Water Company;

Arizona Corporation Commésstoo
DOCKETED Mr. Dan ie l  Pozefsky  on  behalf o f  t h e  Re s id e n t i a l  U t i l i t y

Co n s u m e r Otl ice ;

MAR 1 9 2004 M s .  K a y  B i g e l o w ,  C i t y  A t t o r n e y ,  o n  b e h a l f  o f  t h e  C i t y
o f  Casa Grande;

Mr.  Rober t  Sk iba ,  in  p ropr ia  Persona l;  and

M r .  T i m o t h y  J .  S a b o  a n d  M r .  G a r y  H o r t o n ,  S t a f f
A t t o r n e y s ,  L e g a l  D i v i s i o n ,  o n  b e h a l f  o f  t h e  U t i l i t i e s
D i v i s i o n  o f  t h e  M z o n a C o m d o n  C o m m i s s i o n .

INTRODUCTION

1 1

12 I PLACE o1= HEARING:

1 3  I A D M r N 1 S r R A T 1 V B  L A W  J U D G E :

14 IN ATTENDANCE:

15 IAPPEARANCES:
16

17

18

19

20

21

2 3 I C Y  T H E  C O M M I S S I O N :

2 4  I I .

25 On August 14, 2002, Arizona Water Company ("Arizona Water," "Company" or Applicant") .

26 filed an application with the Arizona Corporation CoMmission ("Commission") for a rate increase for .

27 the Company's Easter Group systems. Arizona Water supplies water to approximately 60,000

28 customers in eight Arizona counties under 18 separate water systems The rate op led in
-

| s/'Ndnodw/awe/azwatcl0206I9o&o 1



DOCKET no. W-01445A-02-0619

1 this docket involves only the Cornpa.ny's Eastern Group, which serves approximately 29,000 .

2 customers in the Apache Junction, Bisbee, Miami, Oracle, San Manuel, Sierra Vista, Superior, and

3 IWindcehnan systems.

Arizona Water's current rates and charges for the Eastern Group were authorized in Decision

5 INa. 58120 (December 23, 1992), and became effective January 1, 1993. The service charges Were

6 slater modified in Decision No. 60512 (December 3, l997). The Company's purchased power

7 adjustor mechanisms ("PPAMs")were changed inDecision No.58293(May 19, 1993) and Decision

8 INa. 62755 (July 25, 2000). The Monitoring Assistance Program("MAP") surcharge was established

9 ]in Decision No. 62141 (December 14, 1999).

10 The Commission's .Utilities Division. Staff ("Staff") tiled a letter of insufficiency on

l l september 13, 2002. Following supplementation by Arizona Water, the .application we found

12 lsufticient on October 11, 2002. On October 23, 2002, a Rate Case Procedural Order was issued

13 | setting this matter for hearing on June 23, 2003 .

14 On February 27, 2003, Staff filed a Motion to Continue adj Procedural Deadlines, Continue

15 SHearing, and for Tolling of the Rate Case Time Clock. Staff sought additional time to permit an

16 analysis of the Company's request for inclusion of post-test year plant for the 12 months following

17 the end of the December 31, 2001 test year. During oral argument on the Motion, Arizona Water

18 Vindicated that it would agree to the extension of time to allow analysis of post-test year plant if the

1.9 only alternative was to forego consideration of such plant additions. A Second Rate Case Procedural

20 'Order was issued on March 14, 2003 setting a revised hearing date of September 22, 2003.

21 Accordingly, the time clock for a final Commission decision was extended.

22 Intervention was granted to the Residential Utility Consumer Office ("RUCO"), Superstition

23 Mountain, LLC, and Mr. Robert Sldba Arizona Water, Staff; RUCO, and Mr. Sldba filed testimony

24 Supporting their respective positions in this proceeding. By agreement, Mr Skiba's tesMony was

25 centered into the public comment section of the docket. Public comment hearings were conducted by

26 Commissioners on August 18, 2003 in San Manuel, on August 19, 2003 in Bisbee, and on August 28,

27 12003 in Apache Junction. Evidentiary hearings were conductedinPhoenix on September 22, 23, 24, .

28 125, and 26, 2003. Closing briefs were filed on October81, 2003 and reply briefs were filed on

4

s/h/dnodes/awe/azwate10206l9o&o 2 DECISION no. 66849



DOCKET no. W-01445A-02-0619

t

I

I

i Rate Application

1 I November 10, 2003. An oral argument was held on December 8, 2003.

2 A.

3 According to the Company's revised schedules, in the test year ended December 31, 2001,

4 I Arizona Water's Eastern Group had adjusted operating income of $1,969,034 on an adjusted original

5 I cost rate base of $39,123,198, a 5.03 percent rate of return. Arizona Water requests a revenue

6 I increase of $4,303,552, for an 11.00 percent rate of return on its proposed original cost rate base of

7 i $39,123,198 The Company's request would increase revenue by approximately 26.01 percent for

8 I the Eastern Group .

RATE BASE

10

l l Arizona Water proposes a revised Eastern Group fair value rate base of $39,123,198 (Ex. A-

12 I 13, at SLH-RJ2, p.l, Ex. A-19). The Company's rate base proposal includes recommended gross and

13 I net plant in service of $84,722,378 and $66,477,550, respectively, forth Eastern Group (Ex. A-19).

14 Although the amount of gross plant in service is no longer in dispute between the Company and Staff

15 I (Tr. 982-983), there continues to be disagreement regarding net plant in service due to Staffs

16 'proposed adjustments to accumulated depreciation. There is also disagreement between Arizona

17 I Water and RUCO due to RUCO's position that actual cost information should be used for

18 I considering post-test year plant in service additions.

19 AS indicated above, the hearing and time clock.in this proceeding were extended to enable

-20 I Staff and RUCO the opportunity to analyze Arizona Water's post-test year plant additions. Based on

21 I Commission precedent, including Arizona Water's Northern Group rate case (Decision No. 64282),

22 I Staff agrees that post-test year plant additions for up to one year may be included in rate base. The

23 I Company seeks $3,349,416 for post-test year plant to be included in this proceeding, based on plant

24 I that was in service prior to December 31, 2002 (Tr. 736-740, 983).

25 RUCO recognizes that the Commission has in the past allowed post-test year plant to be

26 I included and recommends that, if the Commission follows that precedent in this case, it should also

27 I consider the actual matching of post-test year expenses, revenues, and rate base elements including

28 | plant additions financed by contributions in aid of construction ("CIAC") and advances i n aid of

A. Plant in Service and Post-Test Year Plant Additions

s/h/dnodes/awc/azwate11)206 l9o8Lo 3 DECISION no. 66849



DOCKET no. W-01445A-02-0619

1 construction ("AIAC") (Tr. 7244725). RUCO points out that this proceeding is unique in that the

2 extension of the hearing date granted by the Commission allowedRUCO time toobtain and analyze

3 the Company's "actual" 2002 operating results (RUCO Ex. 3, at 16). Thus, unlike most rate cases

4 where pro forma adjustments must be made, RUCO contends that the actual known and measurable

5 information should be used.

6 Arizona Water argues that RUCO's proposal would result in a "projected" test year.

7 According to the Company, RUCO's recommendation is simply an attack on the Commission's

8 policy of including post-test year plant as long as the plant is revenue neutral (i.e., intended to

9 provide seMce to customers existing at the end of the test year) and the plant is completed and

10 placed in service a reasonable time before the hearing so that the plant can be inspected and audited.

l l See, e.g., Bella Vista Water Co., Decision No. 65350 (November 1, 2002); Paradise Valley Water

12 Co., Decision No.61831 (July 20, 1999);Far West Water Co.,Decision No. 60437 (September 29,

13 1997). The Commission also granted inclusion of 12 months of post-test year plant in Arizona

14 Water's most recent rate case involving the Company's Northern Group systems. Decision No.

15 64282 (December 28, 2001), at 2-5.

16 The Commission's rules require that the test year selected by a rate applicant for determining

17 rate base, operating income, and rate of return to be "the most recent practical date available prior to

18 the filing." A.A.C. R-14-2-103(A)(3)(p). However, the Commission has in the past allowed

19 consideration of known and measurable post-test year data, generally for no more than 12 months

20 amer the end of the test year. Decision No. 64282, at 5. Although RUCO contends that adoption of

21 the Company's position would result in a mismatch (because it claims post-test year plant was

22 financed with CIAC), Company witness Hubbard testified that RUCO's contention is inaccurate (Ex.

23 A-13, at 18-19). According to Ms. Hubbard, Arizona Water did not include any post-test year

24 additions that constitute CMC or AIAC and, therefore, it would be improper to accept RUCO's

25 attempt to manipulate the Company's rate base by including post-test year CIAC, AIAC,

26 accumulated depreciation, and deferred taxes, because those items arenot related to Arizona Water's

27 post-test year plant additions (Id.; Ex. SLH-RJ6). Ms. Hubbard testified that this information was

28 provided to RUCO through a data request response prior to the beginning of the hearing (Id.)..

DECISION no.s/Ndnodcs/awc/azwater0206l9o8¢0 4 66849



DOCKET no. W-01445A.02-0619

l We agree with Arizona Water that the evidence does not support RUCO's contention that

2 post-test year plant was financed by CIAC or AIAC. RUCO's witness conceded that the stalled

3 "matching principle" proposal in this case is similar to the approach advocated by RUCO in the

4 Company's Northern Group case, which was rejected by the Commission (Tr. 748-749). Inthis

5 proceeding, Arizona Water and Staff recommend using the formula adopted by the Commission i n

6 prior cases whereby the historical test year is adjusted by pro .forma annualization and normalization

7 adjustments for known ad measurable changes subsequent to the test year. Contrary to RUCO's

8 claims, we do not believe adoption of this method would result in a mismatch because thepost-test

9 year plant additions are revenue neutral (i.e., not funded by CIAC or AIAC). Rather, thepro Ronna

10 adjustments related to post-test year plant additions, including appropriate adjustments for

11 accumulated depreciation (see discussion below) and depreciation expense, will recognize the post-

12 test year plant as if it were in service as of the end of the test year. Consistent with our treatment of

13 post-test year plant in prior cases, including Arizona Water's most recent Northern Group

14 proceeding, we decline to accept RUCO's arguments in this case.

15 1.

16 In calculating accumulated depreciation, Arizona Water uses the "half-year convention" of

17 depreciation. Under this convention, plant additions during the year are assumed to bemade on June

18 30 or July 1, resulting in a half-year's depreciation in the first year and a half-year's depreciation in

19 the year the pla.nt is retired (Ex. A-l1, at 10). This convention was approved in the Company's last

20 rate case for the Eastern Group systems (Decision No. 58120, at 5-6). In this case, Arizona Water

21 followed the half-year convention on its books but seeks recovery of a full 12 months of depreciation

22 for ratemaking purposes. The Company claims that this pro Ronna adjustment ensures proper

23 matching of the amount added to the accumulated depreciation balance and the amount of

Accumulated Depreciation

24 depreciation expense to be recovered in rates (Ex. A~l1, at 3 l-32). Arizona Water argues that its pro

25 forma depreciation adjustments properly recognize the known and measurable change in test year

26 operating expense levels that will result from additional depreciation on plant not previously included

27 in test year depreciation expense. As a result, the Company conteNds that its pro forma depreciation

28 expense adjustments and corresponding adjustments to the acctunulated depreciation are identical.

s/Ndnodcs/awc/azwatc10206190810 5 DECISION no. 6684?



DOCKET no. W-01445A-02-0619

1 According to Company witness Sheryl Hubbard, Arizona Water's pro forma adjustment to

2 plant in service fornon-revenue producing post-test year plant is merely an attempt to enable the

3 Company an opportunity to am a fair rate of return on investments to serve test year-end customers

4 (Ex. A-12, at 6). Ms. Hubbard stated that if an additional year of depreciation is used to reduce the

5 Company's rate base, its ability to cam a return on the post-test year additions is diminished (Id.).

6 Staffs recommendation is that the level of accumulated depreciation should be updated to the

7 end of 2002 to reflect the addition of post-test year plant. Staff witness Ron Ludders testified that

8 because rate base is determined at a given point in time, related accounts including depreciation

9 should be treated in a comparable manner (Tr. 985-987). He indicated that failure to match the plant

10 and accumulated depreciation dates will result inan overstatement of plant in service. He claims that

11 the Company's recommendation violates its half-year convention.

12 Consistent with our decision in Arizona Water's Northern Group case (Decision No. 64282),

13 we agree with Staff that it is appropriate to reflect an additional year in the depreciated accumulation

14 balance because the Company included an additional year of plant beyondthetest year (Tr. 985-986).

15 As we stated in Decision No. 64282, "it is necessary to reconcile the accumulated depreciation with

16 the same cut-off date as was used for the post-test year plant" (Id. at 6). We agree with Staff that

17 Arizona Water's proposal would create a mismatch by measuring rate base and accumulated

18 depreciation at different points in e. Absent reconciliation between accumulated depreciation and

19 test year plant, the Company's shareholders will realize a windfall at the expense of ratepayers. We

20 will therefore adopt Staff's accumulated depreciation recommendation. .

21 2.

22 Arizona Water is seeking a total working capital allowance of $923,871 for itsEasternGroup

23 consisting of cash working capital, materials and supplies inventory, required bank balances, and

24 prepayments and special deposits (Ex. A-14). Only the cash working capital component is disputed

25 in this proceeding. The Company points out that the cash working capital component is generally

26 determined by one of Wee methods: 1) a lead/lag study measuring the amount of time before

27 expenses must be paid compared with the amount of time before revenues are received' 2) the

28 formula method based on one-eighth of a company's annual operating and maintenance expenses; o;

Working Capital
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Property Tax Component

1 3) a balance sheet method which represents the difference between a utility corrlpany's current assets

2 and liabilities.

3 As we stated in the Company's Northern Group case, the lead/lag methodology is generally

4 more accurate than the formula method and is the appropriate method for a utility the size of Arizona .

5 Water (Decision No. 64282,at 7). In this proceeding, the parties do not dispute that leadAag is the

6 appropriate method to be used for determining cash working capital. There remains a dispute

7 between the Company and Staff regarding the proper number Of lag days to be used for calculating

8 the property tax component of the working capital allowance. Arizona Water and RUCO also

9 disagree regarding calculation of the income tax component of working capital. These disputed

10 issues are addressed below.

11 a.

12 The lead/lag method utilized by all parties in this case requires a calculation of the lead days

13 or lag days that exist between the time an expense is due and paid (Ex. A-12, at 9; Ex. A-13, at 7).

14 The dispute between Arizona Water and Staff relates to the appropriate number of lag days used to

15 determine the property tax component of the working capital allowance. Arizona Water proposes

16 using an average of 212 lag days, while Staff contends that a lag period of 532 days is appropriate

17 (Tr. 497, 1011. 1022).

18 The lag day dispute centers on the interpretation of when the Company's property taxes are

19 assessed. Ms. Hubbard explained that although the Arizona Department of Revenue ("ADOR")

20 prepares a notice of valuation one year prior to any given tax year, the actual assessmentof property

21 taxes occurs during the tax year through issuance of county tax bills (Tr. 396; Ex. A-21; Ex. A-l3,at .

22 SLH-RJ7). The Company argues that the notice of valuation from ADOR represents a preliminary

23 indication of the value of property subject to taxation, but does not establish an amount of the

24 Company's tax liability. Arizona Water claims that ADOR never assesses property tax liability but,

25 instead, simply values the utility's property, and that valuation remains subject to challenge. .Ms.

26 Hubbard stated that the first property tax payment is due in October of the tax year and the second

27 .

28 ' Rico also proposes using 212 lag days. -Ar.
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1 [payment is due in March of the following year (Ex. A-13, at 7-8). Thus, the Company contends that

2 | the average of 212 lag days should be utilized for determining die property tax component of working

3 [capital (Ex. A-21).

4 hi support of its 532 lag day recommendation, Staff claims that the appropriate starting point

5 Its the time that Arizona Water receives its valuation notice from ADOR, rather than the date that the

6 Company receives its property tax bill. According to Staff witness Ludders, Arizona Water accrues

7 property taxes on its books once it receives the valuation notice from ADOR. Staff asserts that

8 although the amount of tax due is not listed on the valuation notice, the property tax liability can be

9 calculated from the valuation notice. Mr. Ladders analogizes the valuation liability to a credit card

10 debt that exists once an item is charged, although payments of the charges are not due at that time

ll l(Tr. 1012). Mr. Ludders conceded that the Commission used a 212 day lag period in the Northern

12 Group case, but he claims that the Commission likely did not understand that the current ADOR

13 lvaluation methodology was already in effect at that time (Tr. 1025-1026). Mr. Ludders also testified

14 ]that Staffs understanding of the ADOR valuation methodology has improved based on conversations

15 ]with ADOR since the Northern Group case was decided (Id. at 1104).

16 We agree with the Company and RUCO that 212 days is the appropriate lag period for

17 calculating the property tax component for cash working capital. There has not been any substantive

18 change in the valuation or assessment methodology by state or county entities since the Northern

19 Group proceeding where we adopted 212 lag days for this issue. As the Company points out, the

20 evaluation notice from ADOR is useful only for determining a value of the property for which

21 property taxes are to be assessed. That valuation does not, however, obligate the Company to pay

22 I any specific amount at that time; nor does the valuation even indicate how much is due since that

23 \determination is made subsequently by the individual county in which the property is located. We

24 [therefore adopt 212 lag days for calculating the property tax component of working capital.

25

26 Arizona Water records its federal and state income tax liability on a monthly basis, although

27 the Company pays 90 percent of that income tax liability on a quarterly basis (Ex. A-13, at 20).

28 'RUCO claims that the Company incorrectly used an income tax lag of 2.52 days rather than 61.9.5

b. Income Tax Lag Days
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1 \days. RUCO witness Coley stated that, because the Internal Revenue Service requires quarterly

2 payment of taxes rather than monthly, the Company's monthly payment calculation should be

3 [increased to reflect a longer lag period (RUCO Ex. 5, at 26-27).

4 Company witness Hubbard disputes RUCO's argument. She contends that the lead/lag

5 {methodology requires a calculation of the lead days or lag days that exist between the time an

6 expense is recorded and the payment of such expenses. Ms. Hubbard claims that the Company's

7 | calculation of the lag associated Mth the payment of federal income taxes recognizes the lag reflected

8 lay quarterly payment of 90 percent of the liability, as well as the lag associated with the payment of

9 lure remaining ten percent of the liability made inMarch of the subsequent year. According to Ms.

10 Hubbard, RUCO's calculation of 61.95 days is based on the incorrect assumption that payments are

ll [made annually.

12 Based on Company witness Hubbard's tesMony, we will adopt 2.52 lag days for determining

13 'the income tax component of cash worldng Capital. As Ms. Hubbard explained, it appears that

14 IRUCO's calculation relies on the erroneous assumption that income tax payments are made .on an

15 [annual basis. Since the Company records the tax liability on a monthly basis, but pays 90 percent of

16 | the liability on a quarterly basis, we will adopt Arizona Water's calculation of2.52 lag days.

17 B. Deferred CAP M&I Capital Charges

In this proceeding, Arizona Water seeks ro reduce significantly the currently authorized

19 I arnortization period, from 44 years to 3 years, for recovery of Central Arizona Project ("CAP")

20 Municipal and Industrial.("M&P') capital charges. Ms. Hubbard testified that pursuant to the

21 Company's 1985 contract with the United States Bureau of Reclamation and the CentM Arizona

22 | Water Conservation District ("CAWCD"), Arizona Water purchases CAP water for use in its Apache

23 Inunction system (Ex. A-11,at 10). At the Me of the Company's last rate case involving the Eastern

24 Group systems.(Decision No. 58120), Arizona Water was taking only limited deliveries of CAP

25 l ater for delivery ro potable water customers in Apache Junction. In that Decision, the Commission

26 'authorized Arizona Water to defer its pre-1991 CAP M&r capital charges over a 4-4-year period (Tr.

27 l448-449). Since that time, the Company began taking increased deliveries Of CAP water for both

28 potable and non~potable uses, and the CAP M&I charges have continued to be deferred for future.

18
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15 reasonable resolution of this issue. As the Company points out, at the time the prior 44-year

16 amortization period was approved, many providers, including Arizona Water, had not yet begun to

19 allow amortization over the same period in which the costs were incurred. This approach is

20 consistent with our decision several years ago in Citizens Utilities Company's (now Arizona-

21

Summarv of Rate Base Adjustments

1 recovery in a rate case. In this case, the Company seeks recovery of $691,522 in rate base for the

2 deferred CAP M&I capital charges (Ex. A~l3, at Ex. SLH-RJ2, p. 1 of 9)2.

3 The disputed issue raised by both Staff and RUCO is the Company's request to recover die

4 CAP M&I charges based on a 3-year amortization period, rather than the currently authorized 44-year

5 period. The Company's 3-year amortization proposal is based on the expected interval between this

6 proceeding and the next rate case involving the Apache Junction system (Ex. A-11, at 12). RUCO

7 recommends a 10-year amortization period based on the period of time over which Arizona Water

8 has been defering CAP M&I charges since the last rate case (RUCO Ex. 3, at 27). Staff

9 recommends a 32-year amortization period based on the remaining life of the CAP contract (Tr.

10 1033). According to Staff witness Ludders, the 32-year remaining life amortization is appropriate

11 because it is consistent with Generally Accepted Accounting Principles ("GAAP"), because the CAP

12 contract provides a future benefit to the Company and it is based on the currently authorized

13 amortization period(ld. at 1033-1034).

14 We believe that RUCO's recommendation of a 10-year amortization period provides a

17 take significant amounts of CAP water and no consistent policy on recovery had been developed by

18 the Commission. However, the Company is now using its CAP allocation and it is reasonable to

American Water Company's) Sun City and Sun City West districts, wherein the Commission adopted

22 Staffs recommendation to approve a 5-year amortization period based on the period of time over

23 which the CAP M&I capital costs were deferred. Decision No. 62293 (February 1, 2000), at 8.

24 c .

25 Based on the foregoing discussion, we adopt an adjusted OCRB for the Eastern Group of

26 $35,944,6l1,as shown on the attached Exhibit A. Arizona Water agreed tO use the OCRB as the Fair

27 2 'This amount includes $645,207 for amounts deferred since the last rate case and $46,315 for CAP m&1 capital aiarges

28 charges incurred on a going-forward basis would be recovered as operating expenses(Ex. A-11, at I5-16).
associatedwith the unamortized balance of deferred charges authorized inDecision No. 58120 (Tr. 422-423). CAPM &I
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1 Value Rate Base for purposes of this proceeding. We therefore adopt $35,944,611 as the Fair Value

2 Rate Base for Arizona Water's Eastern Group.

3 IH.

4 The test period in this proceeding is the 12 months ended December 31, 2001. Arizona

5 I Water, Staff , and RUCO have analyzed the Company's accounts for the test year and have

6 | recommended adjustments to the actual operating results. RUCO argues that the Commission should

7 | not use the Company's proposed post-test year adjustments for either rate base, as discussed above,

8 I or for determining operating income expense issues. Rather, RUCO recommends using the actual

9 | expense levels for 2002, consistent with its argument regarding inclusion of actual data for post-test

10 | year plant (RUCO Ex. 5, at 27). RUCO points out that the Company was the source of the actual

11 l 2002 expense information (Tr. 415).

12 Ms, Hubbard contends that using 2002 unadjusted actual data "is inappropriate because there

13 I are (sic) no normalizing analysis performedon the numbers, no annualiMg expense levels performed

14 | on those expense levels. No analysis of whether, like, an expense has been recorded in a wrong

15 I account." (Tr. 414-415). She also testified that RUCO's recommended expense levels are based on a

16 | different level of customers than were taking service at the end of the test year. Ms. Hubbard's final

17 I justification for rejecting RUCO's proposal is that.the data given to RUCO has not been analyzed by

18 I the parties with the same level of detail that typically would occur in the context of a rate case filing

19 I (Id. at415-416).

20 Although we agree with RUCO that rates should reflect the most accurate information

21 I possible, for the reasons stated previously we believe the methodology advocated by the Company

22 I and Staff properly reconciles post-test year plant with test year revenues and expenses. Pursuant to

23 I the Commission's rules, Arizona Water is required to base its Filing on an historical test year rather

24 I than a projected test year. It is therefore appropriate to recognize test year operating expense and

25 revenue levels, subject to pro forma adjustments to recognize known and measurable changes to the

26 I test year levels (See, A.A.C. R14-2-103A.3.i.). Although the data used by RUCO to support its

27 position was supplied by the Company through discovery requests, that information has not been

28 audited by Staff and the other parties with the level of scrutiny that is employed in the analysis of a

0PER.ATING INCOME
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A. Revenue Annualization

7 There is no dispute that pro forma adjustments to actual test year revenues and expenses are

8 necessary to account for additional customers added during the course of the test year (Ex. A~l1, at

9 24-25). According to Ms. Hubbard, the test year average number of Eastern Group customers was

10 28,636, while the end of test year customer count totaled 29,236 (Id.). Arizona Water determined the

l l average revenue per customer using only the 5/8-inch metered customers because that class Of

12 customers comprised 98 percent of all customer growth during the test year (Ex. A-l2,at 16).

Staff claims that the Company's proposed revenue annuadization results in a mismatch

1 rate case filing. Thus, it would be inappropriate to use the raw data advocated by RUCO as the basis

2 for setting rates in this proceeding. Accordingly, we will adopt the methodology proposed by the

3 Company and Staff for purposes of establiMng revenues and expenses.

4 Adjustments made by the Company that have not been challenged by the other p r e s  w i l l

5 not be discussed. The following contested issues remaiN to be resolved.

6

13

14 because it measures expenses by using total expenses and measures revenue by looking only at 5/8

15 inch residential customers (Ex. S-44, at 9-10). Although the Company corrected this mismatch error

16 by also calculating expenses related only to 5/8-inch customers (Ex. A-13, at ll), Staff contends that

17 the Company's allocation of expenses was not based on a cost of service study and should therefore

18 be disregarded (Tr. 450, 1056-1058). Mr. Ludders testif ied that Staffs revenue annuadization

19 proposal 'should be accepted because it does not result in a mismatch of revenue and expense

20 allocations (Id. at 1056-1058).

21 We believe Arizona Water's revenue annualization proposal .results in the most accurate

22 ref lect ion of revenue growth for the EasterN Group. Although Staff argues that a cost of service

23 study is required to properly match revenues and expenses, the Commission has in the past accepted

24 revenue annualization without such a study (See, e.g., Decision No. 64282, at 10). We agree with

25 Arizona Water that Staffs recommendation, which averages revenue increases to all customer

26 classes, results in an overstatement of revenue because it does not recognize that the vast majority of

27 growth occurred in the 5/8-inch residential class. We therefore adopt Arizona Water's revenue

28 annualization recommendation.
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1~

2 The Commission approved purchased power and water adjustment mechanisms in the last rate

3 ]case for Arizona Water's Eastern Group (Ex. A-11, at 22). The Company currently purchases

4 Selectric power from several different providers for pumping in the Eastern Group systems, and

5 lrecovers those costs pursuant to aPurchased Power Adjustment Mechanism ("PPAM")(Ex. A-12, at

6 l17). Arizona Water also has in place for the San Manuel and Superior systems a Purchased Water

7 IAdjustrnent Mechanism (''PWAM") under which the Company passes through purchased water costs

8 ito customers in those systems (Tr. 453). Ms. Hubbard testified that the adjustment mechanisms allow

9 [the Company to recover operating expenses that are outside of its control, and that the PPAM and

10 IPWAM protect both ratepayers and shareholders because they are revenue neutral to the Company

11 l(Ex. A-l3,at 12).

12 RUCO does not oppose continuation of these adjustment mechanisms. However, Staff

13 recommends that both the PPAM and PWAM should be discontinued. With respect to the PPAM,

14 | Staff witness Ludders testified that Arizona Water is the only water utility that still uses a PPAM and

15 that such adjustors should be used only "wherepowercosts are by far the largest single cost item and

16 late highly volatile" (Ex. S-46, at 7; 'Tr.1060). The PWAM applies only to the San Manuel and

17 Superior systems. Mr. Ludders stated that purchased water for the Superior system is less than one-

18 half of one percent of operating revenues (Tr. 1061). The San Manuel system has no wells and

19 purchases all of its water from theBHP Copper Company ("BHP") (Id. at 1062). Although Arizona

20 'Water has discussed buying the BHP .wells, the Company has not discussed such a purchase with

21 | B1-IP recently (Tr. 84-87).

22 We agree with Staff that PPAM and PWAM adjustment mechanisms should be discontinued.

23 'Although Arizona Water argues that such mechanisms benefit both the Company and ratepayers by

24 passing on increased costs and savings, adjustment mechanisms may also provide a disincentive for

25 the Company to obtain the lowest possible cost commodity because the costs are simply passed

26 ldlrough to ratepayers. Moreover, the record does not suggest that purchased power costs Me a

27 .

28

B. Purchased Power and Purchased Water Adjustment Mechanisms
U

9 Arizona Water also seeks approval of a Monitoring Assistance Program ("MAP") adjustor and an Arsenic Cost
Recovery Mechanism ("ACRM") adjustor (See ACRM discussion below). Staff does not oppose approval of the MAP
and ACRM adjustment mechanisms. .
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1 significant portion of the Company's expenses, or that electricity costs are particularly volatile. With

2 respect to purchased water expenses, the Superior system purchases only a small portion of its water

3 supply'and there is no evidence that the San Manuel system is expected to incur any significant

4 increases or decreases in purchased water costs in the near fixture. Therefore, Arizona Water's

5 purchased power and purchased water adjustment mechanisms should be discontinued.

6 C. Rate Case Expense

7 Arizona Water requests recovery of $329,550 for rate case expenses that the Company claims

8 are based on actual expenses it is incurring related to this proceeding (Tr. 513; Ex. A-18). Although

9 the total amount is partially estimated, the Company contends that it has incurred actual rate case

10 expenses of more than $276,000 through November 7, 2003 (See Updated Data Response REL 25-2,

11 Attached to Arizona Water's Reply Brief). The largest expenditures to date are for outside legal

12 counsel ($l82,808), an outside consultant to perform a cost of capital study ($68,000), and payroll

13 overheads ($23,875) (Id.). In support of its proposal, Arizona Water contends that rate cases are

14 much more complex than they were in prior years and that the Company's in-houSe counsel has many

15 other duties that do not penni him to litigate rate cases (Tr. 305).

16 Staff argues that Arizona Water's rate case expense is exorbitant and should be reduced. Staff

17 points out that the estimated rate case expense has increased steadily over the course of this case and

18 that rate case expense in the Company's 1990 rate case was only $52,053 (Tr. 1048). Staff claims

19 that Arizona Water has failed to justify its heavy use of outside attorneys and consultants, compared

20 to the prior case where those functions were performed by in-house personnel. Staff also notes that

21 rate case expense for the Norther Group case was only $217,000 (Tr. 463).

22 RUCO argues on brief that it did not oppose the Company's original rate. case expense

23 estimate of $257,550, but now opposes the increased estimate of costs. RUCO opposes allowing the

24 Company to continue to update its rate case expenses because it believes such a policy would

~25 encourage abuse and saddle ratepayers with unreasonable expenditures.

26 Although we do not believe it is unreasonable for Arizona Water to retain outside counsel or

27

28 4 The Superior system iS expected to be physically interconnected to the Apache Junction system within two years.
-so
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sl 'consultants to prepare and litigate its rate case filings, at some point the costs associated with

2 'retaining those services must be mitigated. Stalff points out that the Company's 1990 rate case for all

3 'of its systems was prepared exclusively by in-house personnel at a cost of just over $50,000.

4 'Although that case was considered a number of years ago, the current estimate of more than $329,000

5 .' far exceeds the prior amount. A more analogous case is the recentNorthern Group proceeding in

6 'which the Commission approved rate case expense in the amount of $217,000 (Decision No. 64282,

7 'at 16).~ As a justification of the higher costs in this case, the Company claims that the instant

8'proceeding involves eight separate systems, while the Northern Group case addressed only five

9 'systems. However, the number of systems does not justify the magnitude of .increased expenses

10 'sought by Arizona Water. Moreover, the extension of the hearing date and concomitant increase in

ll 'Arizona Water's rate case expenses, were due to the Company's decision to request inclusion of post-

12 test year plant.

13 Based on our review of the complexity of this proceeding, the number of systems involved in

14 'the Eastern Group rate request, and a comparison of other cases, we believe that rate case expense in

15 'the amount of $250,000 is reasonable for this proceeding. Consistent with the Northern Group case,

16 'rate case expense will be amortized over three years.

17 D.

18 Staff recommends that Arizona. Water's CIAC amonimtion should be calculated consistent

19 'with the Company's 1990 rate case and the Northern Group rate case. Mr. Ladders testified that Staff

20 'calculates the composite depreciation rate by dividing each depreciation expense by its depreciable

21 'plant For CIAC, Staff's calculation resulted in an amortization rate of 2.34 percent (Ex. S-46, at 11).

22 Arizona Water argues that Staff miscalculated the CIAC amortization rate because it

23 'calculated a composite depreciation rate, which is inconsistent with the individual component

24 'depreciation rates that the Company will be required to use on a going-forward basis.. The Company

25 I claims that neither Decision No. 58120 nor Decision No. 64282 discusses the methodology to be used

26 lim determining the CIAC amortization rate. However, in the Northern Group case, the Commission

27 'directed the Company to implement component depreciation rates in its next rate application

28 '(Decision No. 64282, at 11-12). Arizona Water asserts that a composite rate for contributed plant

CIAC Amortization

1
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1 should be based on the annual depreciation associated with the individual plant accounts that include

2 contributed plant, in order to match the CIAC amortization rate to the depreciation rates for those

3 specific plant accounts (Ex. A-12, at 27).

4 We agree with Arizona Water that consistency with the move to indiv idual component

5 depreciation rates requires consideration of the individual plant accounts that include contributed

6 plant (i.e., transmission and distribution mains, fire sprinkler caps, services, meters, and hydrants).

7 Based on consideration of the depreciation rates these individual plant accounts results in an Eastern

The

n

8 Group composite CIAC amortizatioN rate of 2.00 percent (Ex. A-12, at 27; Ex. S-55).

Statement of Operating Income

Iv. RATE OF RETURN

9 Company's recommendation for CIAC amortization shall be adopted;

10 E.

11 In accordance with the foregoing discussion, Arizona Water's Eastern Group adjusted test

12 year operating income is $2,168,324. The adjusted test year operating income by system and Eastern

13 Group total is shown on the attached Exhibit B;

14

15 Cost of capital analyses were presented in this case by Arizona Water, Staff, and RUCO for

16 purposes of determining a fair value rate of return in this proceeding. Arizona Water's witness, Dr.

17 Thomas Zepp, determined an overall cost of capital of 11.0 percent. As a result of the analysis of

18 Staff witness Joel Reiker, Staff concluded that an overall rate of return of 8.6 percent is reasonable.

19 RUCO presented testimony by William Rigsby who advocated an overall cost of capital of 8.68

20 percent.

21

22 1.

23 There is virtually no disagreement between the parties concerning Arizona Water's capital

24 structure. The Company, Staff and RUCO agree that Arizona Water's capital structure as of

25 December 31, 2001 should be used (Ex. A-17, at 9,.Ex.is-38, at 3-4, RUCO Ex. 4, at 37-38). That

26 capital structure is comprised of 5.62 percent short-term debt, 28.24 percent long-term debt, and

27 66.14 percent common equity (ld.).

28

A. Capital Structure and Cost of Debt

Capital Structure
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Long-Term Debt1 2.

2 The parties also agree that Arizona Water's cost of long-term debt should be set at 8.46

3 percent. Accordingly, the long-term debt rate shall be set at 8.46 percent (Id.).

4 3.

5 Although the parties are in agreement on the capital structure and long-term debt, they

6 disagree regarding Arizona Water's short-term debt rate. The Company borrows short-term funds

Short-Term Debt

7 under an agreement with Bank of America at prime minus .25 percent. As of January 1, 2003, the

8 bank reference rate was 4.25 percent. Therefore, Staff contends that the short-term rate should be set

9 at 4.00 percent to reflect actual short-term loan agreements between Arizona Water and Bank of

10 America (Ex. S-38, at 3~5). RUCO witness William Rigsby agrees Mth Staff's recommendation to

11 set the short-term debt rate at 4.00 percent (RUCO Ex. 4, at 36-37).

12 Arizona Water argues that the short-term debt rate should be set at 5.548 percent based on a

13 24-rnonth average from January 2001 through December 2002. The Company contends that short-

14 term debt costs are variable and the debt rate set in this proceeding should reflect the volatile nature

15 of those rates (Ex. A-17, at 8-9).

16 We agree with Staff and RUCO that the short-term debt rate should be set to reflect the

17 current agreement between Arizona Water and Bank of America. Since that' agreement results in a

18 short-term debt rate of 4.00 percent, as of January 1, 2003, we will adopt that rate for purposes of

19 determining Arizona Water's cost of capital in this case.

20

21 Although the cost of debt and preferred stock can be determined from fixed cost rates, the cost

22 assigned to the equity component of the capital structure can only be estimated. The cost of equity

23 recommendations advocated by the parties are 12.4 percent by Arizona Water, 9.0 percent by Staff;

24 and 9. l8 percent by RUCO.

25 In determining its recommended cost rate for common equity, the Company's cost of capital

26 consultant, Dr. Zepp, used the discounted cash flow ("DCF") model, several risk premium models,

27 and the capital asset pricing model ("CAPM") to estimate benchmark equity cost with data for

28

B. Cost of Equity

publicly traded water and gas utilities. Arizona Water also presented testimony &om Walter Meek,
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1 the President of the Arizona Utility Investors Association ("AUIA"). Mr. Meek did not perform an

2 independent cost of capital analysis, but testified that, in his opinion, Staflf's recommendation ignores

3 the realities of investor expectations (Ex. A-8, at 2-4). Finally, Company witness Ralph Kennedy

4 testified regarding risks that are unique to Arizona Water thataffect its cost of capital requirement.

5 Mr. Kennedy discussed the difficulties experienced by Arizona Water in 2001 in placing its Series K

6 bonds, federal arsenic removal requirements facing the Company, and the inability of the Company

. 7 to obtain long-tenn financing on terms that are comparable to publicly traded companies with Baa or

8 higher credit ratings (Ex. A-15, at 25-27).

9 Dr. Zepp found the current equity cost for his benchmark utilities to be in the range of 10.6

10 percent to 10.8 Percent, based on his application of the DCF model and an average of two forward-

l l looking measures. His analysis included a "restatement" of Mr. Reiker's DCF estimates based on the

12 constant growth model. Dr. Zepp testified. that Staffs DCF analysis is flawed because it uses

13 dividends per share ("DPS") which, according Dr. Zepp, is the worst measure of average future

14 growth when earnings per share ("EPS") are growing more rapidly (Ex. A-5, at 53-56). The

15 Company's restatement of Staff's DCF was conducted by including a second stage that Dr. Zepp

16 claims reflects investors' expectations that future growth will be higher than current DPS when DPS

17 are growing at a slower rate than EPS (Id. at 57-59). Based on this restatement of Staff's multi-stage

18 DCF model, the equity cost for the sample companies was calculated to be 10.1 percent (Id. at 59,

19 Tables 6 and 7). Dr..Zepp also performed a restatement of RUCOwitness Rigsby's DCF analysis.

20 The Company's restatement of RUCO's analysis resulted in a cost of equity for the benchmark water

21 companies in the range of 9.6 to 11.1 percent (Id. at 61-63).

22 Dr. Zepp performed three different risk premium analyses Mth cost of equity results in a

23 range of 10.3 to 11.2 percent. According to Dr. Zepp, the CAPM analyses conducted by Staff and

24 RUCO failed to include separate risk premium estimates. Dr. Zepp favors a "zero-beta" CAPM

25 model which produces results showing that low beta stocks like water utilities require higher returns

26 (Ex. A-5,.at 44-49), Dr. Zepp performed a restatement of the CAPM analyses of both Staff and

27 RUCO using 'forecasted values for long-term Treasury bonds. Based on his recalculation, Dr. Zepp

28 found the cost of equity for the benchmark companies to be in the range of 9.8 to 11.3 percent (Id. at
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1 50-52).

2 Aside from the technical analysis of the Staff and RUCO recommendations, Arizona Water

3 claims that those analyses are inconsistent with recent authorized returns on common equity, realized

4 returns on common equity, and Value Line forecasted retmns on equity. Dr. Zepp prepared a rebuttal

5 schedule containing the authorized, realized, and forecasted returns based on Staffs sample group of

6 publicly traded water utilities, except for two companies Dr. Zepp claims were acquisition targets

7 based on their rapid stock price increases. His table shows average authorized returns from 2001

8 through 2003 of 10.69 percent, realized returns of 10.48 percent, and forecasted returns of 10.83

9 percent (Ex. A-5, Rebuttal Table 1). Arizona Water argues that these results show that the Staff and

10 RUCO cost of equity estimates of 9.2 percent and 9.18 percent, respectively, are not consistent with

l l investor expectations; The Company contends that the results produced by Dr. Zepp's models reflect

12 more accurately the actual and forecasted cost of equity performances for comparably situated water

13 companies. .

14 Dr. Zepp also testified that, in order to establish a fair rate of return for Arizona Water, 100 to

15 150 basis points must be added to the Company's cost of equity estimates to account for the

16 additional risk associated with investing in Arizona Water (Ex. A-4, at l3~23; Ex. A-5, at 24-42).

17 Arizona Water asserts that an additional risk premium is required to compensate the Company for its

18 small size and due to its claim that aerate-setting system in Arizona, which employs an historical

19 test year, makes it dif f icult to match expected revenues with expected plant investment. The

20 Company also contends that investment risk is heightened by the capital and operating costs it is

21 expected to incur due to arsenic treatment reqtUrements. Arizona Water argues that, in accordance .

22 with the fair and adequate rate of return requirements under decisions such as Federal Power

23 Comm 'n v. Hope Natural Gas Co., 320 U.S..591, (1944), Blue field Waterworks & Improvement Co.

24 v. Public Serv. Comm 'n of West Virginia, 262 U.S. 679 (1923); and Duquesne Light Co. v. Baraseh,

25 488 U.S. 299 (1989), the Commission must recognize that the cost of equity recommendations put

26 forth by Staff and RUCO would fail to adequately compensate the Company with a reasonable rate of

27 return on its investment.

28 Staff performed both DCF and CAPM ana1yses in arriving at its 9.0 percent cost of equity

66849
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analysis, Mr, Raker applied the DCF constant growth and non-constant, or multi~stage, growth

1 recommendation. Mr. Reiker stated that, because Arizona Water's stock is not publicly traded, six

2 publicly traded watercompanies and 10 gas companies were used as proxies (Ex. S-38, at 9). Inhis

3

4 models to thesample companies (Id. at ll). Mr. Reiter explained that the DCF method is based on

5 the theory that the market price of a stock is equal to the present value of all future dividends. In

6 applying the DCF model, the following three variables are required: 1) the expected annual dividend;

7 2) the current stock price; and 3) the expected infinite annual growth rate of dividends (Id.).

8 .With respect to establishing the stock price component, Staff used a spot price because it

9 contends the spot price reflects investor expectations of future returns and is the best indicator of

10 those expectations (Id. at 12). Staff cites a recent Commission Decision inBlack Mountain Gas Co.,

l l Decision No. 64727 (April 17, 2002) to support its proposal that the Commission should adopt spot

12 price as the basis for determining cost of equity.

13 In its growth variable analysis, Staff examined historical and projected growth in dividends

For the proxy companies, Staffs

15 analysis produced average historical growth of 2.5 percent; projected growth over the next five years

16 of 2.0 percent; historical earnings per share of 3.2 percent; and an intrinsic growth rate of 7.8 percent

17 (Id. at 12-13, Scheds. JMR-2, JMR-3). Staffs analysis produced an equity cost estimate under the

18 constant-growth DCF model of 8.5 percent (Id. at 19). The multi-stage DCF model considers

19 investor expectations for near-term growth (Stage 1) and long-term constant growth (Stage 2). The

20 cost of equity result of Staffs multi-stage DCF analysis is 9.6 percent (Id. at 20, Sched. JMR-6).

21 Mr. Reiker testified that the CAPMmodelprovides a measure of the expected return on an

22 investment. The CAPM requires the input of variables to determine an estimate of a company's

23 equity cost. The variables that are input into the model are the risk~free rate, the expected return on

24 the market, the risk variable (or "beta"), and the expected market risk premium (Ex. S~38§ at 21-22).

25 Staff's risk-Hee rate estimate is based on the average of intermediate~term U.S. Treasury secMties

26 spot rates, and the beta was derived from the average of the Value Line betas for the six proxywater

27 utilities. The average beta for the six proxy companies is .59 (Id. at Sched.JMR-5). Mr. Reeker

28 stated that the expected market risk premium represents the additional return an investor expects for

14 per share, growth in eamjngs per share, Md intrinsic growth.
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1 investing in an average or higher risk security over the expected return on a risk-free security. Start' s

2 historical market risk premium analysis produced a rate of 7.4 percent, while its current market risk

3 premium analysis resulted in a rate of 13.1 percent (Id. at 23-24). Start's CAPM analysis results in

4 an equity cost estimate for Arizona Water of 9.4 percent (Id. at Sched. JMR-7).

5 SMFs overall cost of equity recommendation was determined by averaging the results of its

6 constant growth and multi-stage DCF analysis, which produces a result of 9.0 percent. Next, Staff

7 averaged the results of its historical and current market risk premium CAPM analysis, with a result of

8 9.4 percent. The DCF and CAPM results were then averaged to produce a final estimate of 9.2

9 percent (Id. at 25, Table 7). However, Staff also took into account the fact that Arizona Water's

10 capital structure consists of approximately 70 percent equity, which StM believes represents lower

l l financial risk compared to its proxy water companies which had an average common equity

12 component of just under 50 percent (Id. at Sched. JMR-1).

13 Staff also averaged the DCF and CAPM results for the proxy gas companies, which resulted

14 in an equity cost estimate of 10.3 percent for those companies. Staff claims that the sample gas

15 companies are more risky than the sample water companies, as evidenced by average betas of .59 and

16 .69 for the water and gas companies, respectively. Staff claims that, because the equity cost for the

1.7 sample gas companies is approximately 100 basis points higher than the water companies, a

18 downward adjustment must be made to reflect the cost of equity for a water company such as Arizona

19 Water. Therefore, Staff adjusted the results of its DCF and.CAPM analyses downward from 9.2

20 . percent to 9.0 percent.

21 RUCO witness Rigsby recommends a rate of return of 8.68 percent based on a cost of

22 common equity calculation of 9.18 percent (RUCO Ex. 4, at 22). Mr. Rigsby's cost of  equity

23 recommendation was determined based on a DCF analysis that produced the 9.18 percent result for

24 | Arizona Water (Id.). Mr. Rigsby also performed a CAPM analysis which produced results ranging

25 from 6.79 percent to 8.06 percent (ld. at 27). RUCO claims that Mr. Rigsby's analysis properly .

26 considers the current environment of low inflation and low interest rates in which Arizona Water is

27. operating. Mr. Rigsby also contends that his recommendationtadcesinto account the fact that the

28 Company's .capital structure is heavily weighted with equity, compared to the group of proxy
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1 companies used in RUCO's analyses, thus reducing the risk associated with investing in Arizona

2 Water (Id. at 32-39). RUCO argues that the Company's cost of capital recommendation fails to

3 recognize Arizona Water's lower risk. RUCO requests that its proposed cost of capital

4 recommendation be adopted for purposes of setting rates in this proceeding.

5 We agree that Staffs analysis represents a fair and reasonable estimate of Arizona Water's

6 cost of equity for purposes of this proceeding. As described above, Staff calculated an estimated

7 equity cost of 9.2 percent by taldng an average of two DCF models (constant growth and multi-stage)

8 and the CAPM model. Although Arizona Water's witnesses are critical of Staffs analysis, we

9 believe the Company's recommendation has several flaws. _

10 First, Arizona Water's infinite growth DCF model averaged the near-term growth forecast for

l l the entire water utility industry rather than an average Of near-term growth forecasts. As Mr. Reiker

12 pointed out, including the entire industry creates a mismatch between the expected dividend growth

13 rate and the expected dividend yield, thereby producing a less accurate cost of equity estimation (Ex.

14 S-38, at 38). We also agree wide Staffs witness that the Company's exclusive reliance on analyst

15 forecasts erroneously assumes that investors rely only on near-term earnings and sustainable growth

16 without considering past earnings. Reliance solely on analyst projections tends to result in inflated

17 growth projections without considering DPS and past EPS growth, information that even Dr. Zepp

18 has acknowledged should be considered in determining estimated growth (Id. at 44-45). We believe

19 that Staffs multiple component DCF analysis properly recognizes that investors expect both non-

20 constant short-term growth as well as long-term constant growth.

21 With respect to the competing "risk premium" analyses, we believe Staffs CAPM model

22 properly takes into account risk for purposes of estimating equity costs. Mr. Reiker stated that

23 Arizona.Water's reliance on forecasted Baa bond rates is less reliable because such bond forecasts

24 have historically been inaccurate. Thus, according to Staff, the accuracy of the Company's risk

25 premium analysis iS suspect. We agree with SMf that assessing the risk premium based on corporate

26 bond yields is inappropriate because the default risk for corporate bonds can change significantly

27 over time (Ex. S-38, at 46-49). We believe Staffs CAPM analysis, which includes a risk variable, is

28 a reasonable means of estimating Arizona Water's cost of equity in this case and is preferable to the
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1 Compa.ny's proposed risk premium recommendation.

2 However, we part company with Staffs recommendation with respect to the necessity for a

3 downward adjustment to cost of equity. As described above, Staff and RUCO argue that Arizona

4 Water is less risky than the group of sample companies that were used for purposes of determining

5 their cost of capital recommendations. As a result, Staff argues that the product of its average of the

6  D C F and CAPM models (9.2 percent) Should be reduced to 9.0 percent to recognize the lesser risk

7 associated with investing in Arizona Water. On the other hand, the Company proposes an upward

8 adjustment of 100 to 150 basis points to recognize what it asserts are increased risks. As indicated

9 above, the risk factors alleged by the Company include its relatively sinai size compared to the proxy

10 companies, the use of an historical test year in Arizona, difficulty placing its bonds, and federal

l l arsenic removal requirements. .

12 Based on our review of the entirety of the record, we do not believe that the risk factors

13 described by Staff, RUCO, and the Company support a finding that a risk adjustment, either upward

14 or downward, is necessary in this proceeding. The Company's approximately 70 percent equity

15 position, as well as the lower betas of the sample water companies compared to the sample gas

16 companies, may justify consideration of an adjustment. However, even if Arizona Water is slightly

17 less risky than the proxy companies as a whole, we do not agree that Staffs proposed downward

18 adjustment is appropriate. Nor do we believe that an upward adjustment is required, Although the

19 Company cited its difficulty in placing its corporate bonds in 2001, $15 million of general mortgage

21 has in the past rejected such arguments, and at least one study supports rejection of allowing a risk

22 premium based on a company's smaller size (Ex. S-38, at 59-64). Concerning the Company's

23 historical test year argument, there is no precedent for recognizing a risk adjustment because the law

24 requires an historical test year. Indeed, we have allowed Arizona Water in this case to include post-

25 test year plant in rate base for a full 12 months following the test year. Moreover, it is the Company

26 that controls the timing of its rate application and the test year. Finally, the risks associated with

27 arsenic treatment costs have been mitigated by the Commission's approval in both the Northern

28 Group case (See ACRM discussion below), and in this proceeding, of an arsenic cost recovery

20 bonds were ultimately issued. Regarding Arizona Water's size, Staff points out that the Commission
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l mechanism that enables the Company to seek expedited approval of capital costs and a significant

2 portion of operating costs associated with arsenic treatment for its affected systems. Given all of

3 these factors, we will not adopt any specif ic risk adjustments to the 9.2 percent cost of equity

I

c. Cost of Capital Summarv

4 determined by Staffs analysis.

5

6

7

8 Short-Term Debt

9 Long-Term Debt

10 Common Equity

11 Cost of Capital

12 v . AUTHORIZED INCREASE

13 Multiplying the Eastern Group's fair value rate base by the fair value rate of return produces a

14 required operating income of $3,127,181 on a tow company basis. This is $958,854 more than the

15 I adjusted test year income under existing rates. The required increase in gross annual revenues for the

16 Eastern Group is $1,564,803, or 10.68 percent, as shown on the attached Exhibit C.

17 VI. RATE DESIGN -

18 A. Staff's Proposed Inverted Tier Rate Design

19 Under Arizona Water's current rate structure customer classes and the monthly minimmn

Percentage

5,6%

28.2%

66.2%

Cost

4.0%

8.46%

9.2%

Weighted Cost

0.22%

2.39%

6.09%

8.7%

20 charges are determined by meter size. The monthly minimum for all customer classes includes 1,000

21 gallons with a single commodity rate applied to all usage. Under the Company's proposed rate

22 design, the 1,000 gallons of "free" water in the monthly minimum was eliminated and each of the

23 eight systems' existing meter multiples were movedhMf way toward the actual meter multiples (Ex.

24 A-16, at 15-16). Arizona Water points out that its proposed rate design in this proceeding follows the

25 same principles as the design that was approved in Decision No. 64282 for the Company's Northern

26 Group.

27

28

s "Meter multiples" is a rate design concept whereby the monthly minimum charge for each metersiae is established by
fist establishing the appropriate charge for the smallest meter size and multiplying that minimum charge by a factor
appropriate for each larger meter size (See,e.g.,Decision No. 64282, at 23).
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l Staffs proposed rate design consists of inverted tier rate blocks whereby the commodity rate .

2 would increase through three tiers of rates as usage increases. Staff"s rate blocks are structured so

3 Mt the first tier (0 to 3,000 gallons) is priced 20 percent less than the second tier (3,001 to 50,000

4 gallons) and the third tier (over 50,000 gallons) is priced 20 percent higher than the second block (Ex.

5 S-40, at 2-9). StM claims that its proposed 20 percent first tier "discount" rate structure provides a

6 "lifeline" concept that allowsfor a minimum volume of water usage for basic needs (Tr; 934-935,

7 941). Staff believes the 20 percent third tier "premium" rate will send a price signal to heavy users to

8 reflect the extra costs they impose on the system (Tr. 896). Staiff witness John Thornton testified that

9 Staf f "s rate design is based on a marginal pricing concept that Provides "a more efficient rate

10 .structure that results in conservation of resources in the provision of water" (Id. at 883). Staff

l l concedes that the third block would subsidize the other blocks on an embedded cost basis, although

12 Staff has not quantified that subsidy (Id. at 884). According to Staff; a number of other water

13 companies in the state use inverted block rates, including Arizona-American Water Company. Staff

14 argues on brief that its rate design will send a price signal that is likely to result Mconsewation in the

15 long run. However, Mr. Thornton admitted on cross-examination that any conservation price signals

16 would apply only to usage over 50,000 gallons per month, thereby eliminating any conservation goals

17 directed to smaller customers, including residential customers (Tr. 939).

18 Arizona Water argues that Staffs rate design recommendation deviates from basic cost of

19 service principles and ignores the rate design approved in the last rate case for the Eastern Group

20 customers (Decision No. 58120) and in the Company's Northern Group case (Decision No. 64282).

21 The Company contends that Staff"s proposal does not encourage conservation and in fact creates

22 subsidies for usage in the first tier without sending any appropriate price signals. Arizona Water

23 asserts that Staffs proposed rate design is not based on a cost of service study and that it would shift

24 recovery of a substantial portion of the revenue requirement from the monthly minimum to the

25 commodity rate with no supporting evidence. The Company also contends that Staffs so-called

26 "lifeline" rate is inconsistent with lifeline rates described in publications of the American Water

27 Works Association which limit such rates to: low income residential customers; where a significant

28 portion of customers in the area are unable to afford water service; and where water conservation is

s/h/dnod¢S/awc/azw8te\'0206l90&o 25 DECISION no. 66849 .



DOCKET no. W-01445A-02-0619

Arizona Water argues that StaLff's rate design is inequitable and will promote economic

1 not a concern (because discounted rates may actually cause increased water usage) (Ex. A-28, at 10-

2 13).

3 inefficiencies.

4 We agree with Arizona Water that the justification provided by Staff does not support its

5 recommended rate structure in this proceeding. Staff points out that inverted tier rate designs have

6 been adopted in a number of prior cases as a means of encouraging customers to conserve water.

7 Althoughwe agree with Staff that conservation ofwater is a desirable goal, its own witness testified

8 that no conservation price signals would be received by customers until usage reached more than

9 50,000 gallons. As a result, Staffs recommendation in this case is clearly distinguishable from the

10 type of inverted block structuresapprovedby the Commission in other cases.

l l Staffs proposed rate design is also inconsistent with the type of block structures in place in a

12 nmnber.of cities in Arizona, as evidencedby a number of exhibits introduced by Staff at the hearing

13 (Exs. S-5, S-6, S-7, S-8, and S-9). These rate schedules show that the rates in effect for the cities of

21 adopted by the Commission in prior cases Or in the other jurisdictions cited by Staff Accordingly,"

22 we decline tO adopt Staff's proposed inverted tier rate design in this proceeding.

23 Although we are rejecting Staffs proposed rate design, we believe that an alternative inverted

24 tier rate structure is a valid tool for promoting conservation by sending appropriate price signals to

25 heavier users. Similar inverted block structures have been approved in a number of prior cases and

26 we believe it is reasonable to adopt such a rate design in this proceeding. Therefore, we adopt the

27 following inverted tier rate structure for Arizona Water's EaStern Group: first tier ._ 0 to 10,000

28 gallons per month; second tier - l0,001 to 25,000 gallons per month, third tier - over 25, 001 gallons

14 Phoenix, Tucson, Scottsdale, Mesa, and in the Sun City area do not follow the type of design

15 advocatedby Staff 'm this proceeding but,rather, indicate that the rates include increasingminimum

16 rates based on larger meter sizes or have second tier blocks that are substantially different thanthose

17 recommended by Staff (e.g., 8,000 gallons for Sun City, 12,000 gallons for Mesa, and 15,000 gallons

18 for Tucson Residential). Thus, average residential customers in those areas may be incepted to

19 reduce consumption by being presented with price signals that provide more attainable targets. We

20 do not believe that Staff's proposal fits within the type of rate design structures that have been
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D

Consolidation of Apache Junction and Superior Svstems

1 per month.

2 B.

3

8 Company witness Kennedy explained that the Apache Junction and Superior systems are

9 facing substantial rate increases due to the costs associated with arSenic removal. For the Apache

10 Junction system, capital costs alone are expected to reach $8.8 mil l ion, which represents

l l approximately 36 percent of that system's adjusted original cost rate base. The impact of arsenic

12 removal is even more severe for the Superior system, with estimated capital costs of $1.7 million, or

13 63 percent of the system's rate base. Both systems would also incur significant additional costs

14 related to arsenic removal operating costs (Id.).

15 Because the Superior system (1,288 customers) is significantly smaller than the Apache

16 Junction system (16,093 customers), and the Superior system's current rates ($l8.13 residential

17 minimum charge and $4.06 per 1,000 gallons) are much higher than the Apache Junction rates

18 ($12.43 residential minimum and $2.569 per 1,000 gallons), Arizona Water argues that absent

19 consolidation, the differences in rates between the two systems will become even more pronounced

20 as a result of this proceeding. Mr. Kennedy testified that without consolidation of the Superior and

21 Apache Junction rates in this case, future consolidation will be more difficult, especially when the

22 impact of arsenic treatment is added to rates (Ex. A-17, at 7; and RJK-RJ5). The Company points out

23 that the Superior and Apache Junction systems be expected to be interconnected within two years,

24 which distinguishes the proposal in this case ham prior proceedings in which the Commission has

25 declined to approve consolidation proposals. Under the Company's proposed revenue requirements,

26 without consolidation the Apache Junction system rates would increase by more than 16 percent,

27 while the Superior system revenue requirement would increase by more than 70 percent even

28 without adding arsenic removal costs (Id.). `

Arizona Water is requesting that the Eastern Group's Apache Junction and Superior systems

4 be consolidated in this proceeding for rate making and accounting purposes. Under the Company's

5 proposal, uni form monthly minimum charges would be established for both systems in this

6 proceeding, with each system retaining its own commodity rate. In the next rate proceeding, full

7 consolidation of the systems would occur (Ex. A-15, at 11-12).
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1 RUCO and Staff oppose consolidation of the Superior and Apache Junction systems based oN

2 the premise that individual system rates should reflect their specific system costs (RUCO Ex. R-3, at

3 43~46; RUCO Ex. R-2, at 21-24; Ex. S-44, at 34; Ex. S-51, at ll-12; Tr. 525-530). Staff and RUCO

4 argue that until physical interconnection of the systems is completed, allowing consolidation Would

5 result in subsidization of Superior system customers by Apache Junction customers. Staff and RUCO

•

6 cite to prior decisions in which the Commission has recognized the concept that system rates should

7 reflect individual system costs (Decision No. 58120, at 33-34; Decision No. 64282, at 20-21;

8 Decision No. 66400, at 11-13).

9 We agree with Arizona Water that the Superior and Apache Junction systems should be

consolidated for purposes of rate making and accounting under the Company's proposed two-step

consolidation process. Although Staff and RUCO point out that the Company's Northern Group

consolidation recommendation was recently denied, the request in this proceedings distinguishable.

First, unlike the situation in the Northern Group case, the .Superior and Apache Junction systems are

already contiguous (Ex. A~9, at 10). Further, the backbone transmission facilities needed to serve a

development approximately four miles from the Superior system well fields are already under

10

1 I

. 12

13

14

15

16 construction, and hill interconnection with Superior will be completed in less than two years (Ex. A-

17 10, at 4-5, Ex. A-17, at 7). Thus, the interconnection of systems is not speculative but is imminent.

18 Given these differences from the Northern Group proceeding, we believe it is appropriate to

19 allow the first step of consolidation at this time 'm order to recognize the interconnection of the

20 systems and to minimize the "rate shock" that may othenvise be experienced by Customers in the

21 Superior system. Consolidation is even more critical to offset the significant rate increases that will

22 be experienced once arsenic treatment costs are imposed on Arizona Water's customers. According

23 to Mr. Kennedy, arsenic treatment capital costs are estimated to be approximately $573 per customer

24 in the Apache Junction system and $1,309 per customer in the Superior system (Ex. A-17, at 7).

25 Absent consolidation, this impact will be exacerbated by the depressed economic conditions in the

26 Superior area where customer growth has actually declined in recent years (Id. at 6).

27 With respect to Staff and RUCO's arguments that consolidation will result in inter~system

28 subsidies, we note that consolidation of individual Arizona Water systems is not Without precedent.
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l In fact, Arizona Water has in the past been permitted to consolidate a number of systems that are Not

2 physically interconnected (e.g., River Valley and Rimrock, Arizona City and Casa Grande, Forest

3 Towne and Overgaard, Valley Vista and Sedona, and Tierra Grande and Casa Grande) (Ex. A-17, at

4 5). In this proceeding, the fact that interconnection of the Superior and Apache Junction systems will

5 be completed within two years, the 'further widening of the base rate disparity between the systems

6 absent consolidation, and the significant additional rate impact in the near future associated with

7 arsenic removal costs, justifies implementing the first step of consolidation in this proceeding as

8 proposed by Arizona Water. Accordingly, the Company's rate consolidation recommendation is

9 adopted. .

10

.11 A.

12 Staff proposed that Arizona Water be required to audit its water losses for systems in the

13 Easter Group with greater than 10 percent water loss, and file a plan for reducing such losses where

14 it is feasible to do so (Ex. S-52, at 4-6). Staff contends that its proposal is not burdensome because

1.5 the Company already produces internal water loss reports that could be used as a starting point for the

16 reporting requirements recommended by Staff (Tr. 90-91).

17 Arizona Water claims that Staff has not established that the Company has a water loss

18 problem because StarT's loss calculations are based on "unsold" water rather than "lost" water (Tr..

19 324, 1128-1129, Ex. A-2, at 24). According tithe Company, unsold water is the difference between

20 water produced and received, and water sold to customers. Unsold water includes water used for a

21 number of purposes including for operational and maintenance needs, as well as overflowing water

22 storage tanks, flushing water distribution systems, and tire suppression (Ex. A-2, at 24-25). B y

23 . contrast, lost water represents quantities that the Company cannot account for (Tr. 324). Arizona

24 Water opposes Staffs recommendation because of the Company's claim that Staff has not identified

25 any harm to ratepayers that needs to be remedied, and because the Company believes Staflf's

26 reporting requirements constitute unnecessary micro-management of the Company's operations.

27 We do not believe that Staflf's proposed audit and reporting requirements will impose an

28 undue burden on Arizona Water's operations. Although the Company challenges Staff's definition of

V I I . OTHER ISSUES

Staff 's Proposed Water Loss Plan
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1 system water losses, whether the water is "unsold" or "unaccounted for" should not be the deciding

2 factor in assessing the need for monitoring of water that is pumped but not ultimately paid for by the

3 Company's customers. Staf fs recommendation does not require any speci f ic remedy for

4 unaccounted for water but, instead, simplyrequires the Company to report systems that exceed the 10

5 percent loss limit and to propose cost-effective solutions for reducing such losses We believe Staff' s

6 recommendation will enable Staff to monitor Arizona Water's unaccounted for water while allowing

7 the Company sufficient flexibility to resolve water loss situations that require a remedy. Staffs

8 recommendation is therefore adopted.

9

10

l l Tariff") that is designed to pass through to non-potable customers all costs associated with providing

12 non-potable water service plus amounts for administration. Company witness Kennedy testified that

13 the NP-260 Tariff is designed to be as income neutral as possible while avoiding passing costs onto

14 potable customers (Ex. A-16, at 28).

15 Staff recommends that Arizona Water amend its NP-260 Tariff as follows: eliminate the fixed

16 meter charge; eliminate the depreciation charge; indemnify customers from maintenance, repair or

17 replacement charges when the damage to CAP facilities is the result of the Company's error, require

18 the customer to be responsible for repair or replacement of the meter; and include f ixed-dollar

19 administrative charges representative of the Company's actual costs (Ex. S-51, at 16-17). Staff

20 claims that these changes are necessary to address problems that were identif ied in a formal

21 complaint filed in SL VProper1ies v. Arizona Water Co., Decision No. 65755 (March 20, 2003).

22 Arizona Water contends .that the Decision cited by Staff does not support the proposed

23 recommendation. According to the Company, the NP-260 Tariff maintenance fees and related

24 charges were found reasonable in Decision No. 65755 and there is no reason to change the tariff in

25 this case. .

26 We agree with St s recommended changes to the NP-260 Tariff In Decision No. 65755,

27 we directed Staff to "review the NP~260 Tariff' in the instant proceeding and "recommend changes

28 or revisions as required."

Arizona Water has a NP-260 Non-Potable Central Arizona Project Water Tariff ("NP-260

B NP-260 Tariff

The Company does not dispute that the depreciation charge should be
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1 eliminated from the tariff However, as Mr. Harmon indicates, there is 'no valid basis to rind that the

2 current fixed monthly meter charge of more than $363 is relevant to the fixed costs of the CAP

3 delivery system (Ex. S-51, at 15). The CAP fixed costs are already recovered through the CAWCD

4 capital charges which are passed on to customers with a percentage fee for administration collected

5 by Arizona Water. We also agree that the NP-260 Tariff does not adequately define customer rights,

6 especially for unusual maintenance situations (e.g., lightning strikes). Under the current tariff ;

7 Arizona Water has no real incentive to protect the equipment that is owned and controlled by the

8 Company, but for which the customer bears maintenance responsibility (Id. at 16). We find that

9 Staff's proposed changes tO the NP-260 Tariff are reasonable and shall be adopted.

c.

I

10

11 Arizona Water is requesting approval in this proceeding of an arsenic cost recovery

12 mechanism ("ACRM") that would allow the Company to recover arsenic treatment capital costs and

13 certain "recoverable" operation and maintenance ("O&M") costs. The Company's proposal is based

14 on the ACRM approved recently for Arizona Water's Northern Group in Decision No. 66400;

15 Arizona Water projects arsenic treatment capital costs for the Eastern Group will exceed $12 million

16 and that annual 0&M costs for the affected Eastern Group systems (Apache Junction, Superior,and

17 San Manuel) will cost more than $2.6 million (Ex. A-1, at 9; Ex. A-15, at 7-8).

18 Neither Staff nor RUCO filed testimony opposing the Company's ACRM recommendation.

19 Given the lack of opposition to the proposed ACRM, and considering that the Company's Proposal is

20 . based on the recently approved ACRM for the Northern Group, we wil l approve the ACRM

Arsenic Treatment Cost Recovery Mechanism

Curtailment Tariff and Water Conservation Notice

21 recommendation for the Eastern Group in this proceeding.

22 D.

23 Staff recommended that Arizona Water be directed to file a curtailment tariff consistent with

24 prior Commission decisions requiring such tariffs. At the hearing, the Company agreed to tile such a

25 tariff (Tr. 82-83).

26 approved byStaff at the time it files its tariffs in compliance with this Decision.

27 We also believe it is appropriate and necessary to require Arizona Water. Company to

28 implement a water conservation initiative for customers affected by Ms Application. Within 30 days=

Accordingly, Arizona Water is directed to file a curtailment tariff in a form
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2 notice concerning water conservation information, including methods and guidelines that customers

1 of the effective date of this Decision, Arizona Water Company shall develop and submit to Staff a

3 may use to lower water usage. Within 30 days of approval by Staff, Arizona Water Company shall

4 send to all customers affected by this Application, by bill insert or separate mailing, a copy of the

5 approved notice.

6 E.

7 In 1998, Arizona Water negotiated a settlement with members of the Pinal Creek Group

8 ("PCG Settlement"), a group of mining interests with copper mining operations in the vicinity of the

9 Company's .Miami system (Ex. A-16, at 7-8).

10 Arizona Water's Miami system is located in Gila County and serves approximately 3,000

l l customers. According to the Company's witnesses, the capacity of wells in the Miami system has

12 been extremely variable due to the prevailing hydrology of the area. The Company claims that

13 production Hom area wells has been consistently declining over time and customers have been

14 subjected to temporary shortages and conservation restrictions (Ex. A-2, at 5-7).

15 In 1997, while it was investigating additional water supply options in the Miami area, Arizona

16 Water discovered that the Arizona Department of Environmental Quality ("ADEQ") and the United

17 States Enviromnental Protection Agency ("EPA")were about to enter into a consent order with the

18 PCG concerning alleged contamination of groundwater in the Miami area by the members of the

19 PCG (Ex.A-2, at 7). Because the proposed consent order did not address the potential effects on

20 Arizona Water and its customers, the Company took action to insert itself into the action before the

21 consent order between ADEQ and the PCG. was finalized. Mr. Garf ield testif ied that Arizona

22 Water's participation in the proceeding was not welcomed by either ADEQ or the PCG, and only

23 through die Company's persistence was it able to secure its primary goal of a guaranteed source of

24 replacement water for the Miami system. (Id.; Tr. 135-136).

25 The consent order between the PCG, ADEQ, and EPA requiresth PCG to pay fines to both

26 ADEQ and EPA, and to take responsibility for cleanup in the area at an estimated cost of $100

27 million (RUCO Ex. 3, at 29). In its separate settlement with the PCG, Arizona Water agreed to a

28 cash settlement of $1.4 million paid over three-year period. This cash compensation under the

Pinal Creek Group Settlement
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2

1 settlement was recorded as Miscellaneous Non-Operating Income, whereby none of the proceeds

were allocated to ratepayers (Id. at 29-30). In addition, the PCG Settlement Provides that the

3 Company is to receive replacement water from various PCG wells (through an interconnection

4 llinldng the PCG system with Arizona Water's'Miami system). Under the agreement, the Company

5 began receiving 100 gallons Of water per minute ("rpm") in 1998,increasing by 100 rpm up to 600

6 Igpm in October 2003. After that time, PCG is required to continue to provide an aggregate volume

7 lot capacity of 600 rpm until the settlement agreement expires in 2028 (ld.).

Staff argues that the Company's Miami ratepayers are entitled to the entirety of the PCG

9 Settlement proceeds. Staff claims that the benefits from the settlement were in exchange for the

10 Prelease of pastdamages and theCompany retains the ability to seek futuredamages. Staff asserts that

ll [ArizonaWater has not retired any wells in the Miami system forbore than20 years and ratepayers

12 Shave paid for those wells through rates during that same time period (Tr. 543-558). . Staff further

13 contends that as the holder of a CC&N in the Miami area, it is the Company's duty to secure

14 adequate sources of water for its customers. Staff claims that the Company is adequately

15 compensated by having rates in effect that allow it to am a reasonable return on its investment and

16 'there is no basis for allowing additional compensation through entitlement to the settlement proceeds.

17 'Staff also contends that the Company improperly accounted for the proceeds as miscellaneous

18 income instead of'as a deferred regulatory liability pursuant to the NARUC Uniform System of

19 'Accounts ("USOA") (Tr. 1083-1092). Staff claims that its recommendation corrects the improper

20 | accounting treatment by reducing rate base by the amount of the payment, and amortizing the

21 reduction over the remaining life of the PCG Settlement (Ex. S-45, at 52).

22 RUCO similarly argues that the proceeds of the PCG Settlement were a windfall to Arizona

23 Water's shareholders. RUCO refutes the Colnpany's assertion that the replacement water alone

24 represents sufficient compensation for ratepayers. According to RUCO, the replacement water is

25 -noM ng more than that to which customers are entitled because it is the Company's obligation to

26 provide its customers with safe drinking water in exchange for being granted an exclusive franchise

27 tO serve that area. RUCO recommends that the settlement proceeds should be shared equally.

28 between ratepayers and shareholders. RUCO believes that requiring an equal allocation Smokes a

8
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1 balance between encouraging the Company to pursue legitimate legal recourse, while at the same

2 time preventing the Company from obtaining an unjustified windfall.

3 Arizona Water disputes Staffs contention that it improperly accounted for the settlement

4 proceeds pursuant to the NARUC USOA. The Company contends that the settlement proceeds were

5 properly included in Account 421-NonUtility Income, and Staff has presented no evidence to the

6 ,contrary. Arizona Water also argues that both Staff and RUCO have ignored the substantial benefits

7 associated with more reliable and less expensive water supplies that are conferred on customers as a

8 result of the PCG Settlement. The Company points out that the PCG replacement water provides a

9 reliable source of water in an area where lack of water has become a serious issue. Mr. Kennedy

1 0  e l ated that the present value of the replacement water provision in the settlement is between $5.48

l l and $.7.97 million (Ex. A-16, at 5).

12 Arizona Water cites as precedent for its recommendation Decision No. 58497 (January 14,

13 1994) involv ing Tucson Electric Power Company ("TEP"). The Company contends that the

14 Commission allowed TEP to retain the $40 million cash portion of a settlement agreement due to

15 another provision of the settlement that required TEP to share benefits of a 10 year power sharing

16 agreement (Decision No. 58497, at 59-60). Arizona Water argues that, similar to the TEP Decision,

17 the Commission should consider the overall benefits provided by the PCG Settlement rather than

18 focusing solely on the monetary payment of the settlement.

19 We agree with RUCO's recommendation that the monetary proceeds of the PCG Settlement

20 should be shared equally between shareholders and ratepayers. RUCO and Staff argue convincingly

21 that Arizona Water, as holder of the exclusive franchise to provide water service in the Miami area,

22 has an ongoing obligation to obtain and provide adequate and safe water for customers in the service

23 area. The fact that.Arizona Water pursued a legal remedy to assure that its water supply would be

24 protected does not necessarily entitle .the Company to retain for the exclusive benef it of  its

25 shareholders the monetary proceeds from the egad settlement. Although we recognize that the

26 replacement water provision of the PCG Settlernentprovides ratepayers with the benefit of future

27 quantities of water, the Company also benefits from securing an assured supply of water, effectively

28 eliminating the risk associated with obtaining additional supplies in the area for a number of years..
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1 We believe that the TBP case cited by Arizona Water supports this conclusion. In Decision

2 No. 58497, the Commission allowed TEP to retain for shareholders a $40 million Payment TBP

3 obtained from SouthernCalifornia Edison Company ("SCE") as part of a legal settlement involving a

4 failed merger. However, it was noted in that Decision that TEP's shareholders had incurred more

5 than $12 million in legal expenses pursuing the litigation against SCE. In addition, TEP was required

6 to apply the proceeds towards a reduction in its debt service. In this proceeding, there are no similar

7 conditions placed on how Arizona Water's share of the settlement proceeds must be applied. Further,

8 as discussed below, we are allowing Arizona Water to include in rate base more than $308,000 in

9 legal expenses associated wide the PCG litigation (see discussion below). Considering the PCG

10 Settlement 'n its entirety, we find that splitting the cash proceeds of the Ag;reement equally provides a

l l reasonable balance between the rights and obligations of shareholders and ratepayers and will provide

12 the Company with a sufficient incentive to pursue future litigation or settlement of claims that the

13 Company and its customers may be entitled to receive.

14 1. .

15 Staff claims that the Company receives further compensation Hom the PCG Settlement

16 through the inclusion of capitalized legal fees in rate base (Tr. 1099). RUCO argues on brief that the

17 $308,005 booked by the Company as legal expenses associated with the PCG Settlement should be

18 .removed from plant accounts, reclassified as a separate addition to rate base, and amortized over the

19 life of the agreement (RUCOBrief§ at 7~9). RUCO claims that, absent its proposed adjustment,

20 Arizona Water will am a perpetual return in operating income from inclusion of these legalcosts..

21 . Arizona Water asserts that there is no ev idence in the record to support RUCO's

22 recommendation which was raised for the Erst time in RUCO's brief The Company claims that the

23 only record evidence is that .the legal costs were incurred to protect its rights to a specified quantity of

24 water, an asset with an unlimited life that is not subject to depreciation (Company Reply Brief; at 41-

25 42) . `

26 We agree with Arizona Water that there is insufficient evidence in the record of this case to

27 support RUCO's proposed treatment of the PCG Settlement legal Costs. RUCO's recommendation

28 was presented for the first time in its initial brief; thereby precluding an opportunity for cross-

PCG Legal Expenses

s/h/dnodw/awe/azwatcr0206l9o&o 35 DECISION NO. 66849



DOCKET no. W-01445A-02-0619

Miami Purchased Power Expense

1 examination or rebuttal of the proposed alterative treatment. Although we are denying RUCO's

2 recommendation, we believe this issue should be reviewed in the Company's next rate proceeding to

3 allow a full analysis of whether it is appropriate to allow recovery i n rate base of legal expenses

4 associated with pursuit of litigation and settlement of legal claims.

5 2.

6 Staff witness Harmon testified that because the PCG Settlement provides ArizonaWater

7 with up to 600 rpm of replacement water, the Company's purchased power required to pump water in

8 the Miami system has been reduced (Ex. S-52, at 17-18). Accordingly, Staff reduced the Company's

9 purchased power expense in its recommendation regarding allowable expenses (Id.)§

10 Arizona Water contends that Staff's recommendation is based on speculation regarding the

l l amount of the Company's future purchased power expenses (Tr. 1l34~l135). The Company argues

12 that speculative expense reductions are not a sufficient basis for adopting Staff's recommendation.

13 We agree with the Company that Staff's proposal is based on estimates of future reductions in

14 purchased power. Although Mr. Garfield admitted that Arizona Water did not yet own the PCG

15 wells in question, he testified that PCG may exercise its option under the agreement to convey the

16 wells to the Company (Tr. 252-259). Given the cturent uncertainty regarding this issue, and the

17 speculative nature of Staff's recommendation, we do not believe it is appropriate to reduce Arizona

18 Water's Miami purchased power expensesin this proceeding.

19 3.

20 The'PCG Settlement contains a confidentiality provision that prohibits Arizona Water from

21 disclosing the terms of the agreement (Ex. S-10). The allegedly confidential information was

22 provided to the Administrative Law Judge and Commissioners. The information was also provided

23 to most of the other parties pursuant to protective agreements Portions of the hearing were

24 conducted on a closed record and transcripts, exhibits, testimony, and briefs. addressing the

25 confidential PCG Settlement issues have, up to this point in time, been maintained under seal.

26 , On December 17, 2003, a Procedural Order was issued ruling that Arizona Water's~request

27 for confidentiality of the PCG Settlement should be denied. As stated in the December 17, 2003

28 Procedural Order, A.R.S. §39-121 provides that '.'Public records and other ratters in the custody of . .

Confidentiality of PCG Settlement
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28

1 any officer shall be open to inspection by any person at all times during office hours." Although

2 there is a strongpresumption in favor of disclosure, the right to inspection of publicdocuments is not

3 unlimited. Access to public records may be denied or restricted where "the interests of privacy,

4 confidentiality, or the best interest of the state in conying out its legitimate activities outweigh the

5 general policy of open access." Carlson v. Pima County, 141 Ariz. 487, at 491, 687 P.2d 1242

. 6 (1984). The purpose of public records laws is to allow citizens 'to be informed about what their

7 goverNment is up to.' Scottsdale Untied School District v. KPNXBroadcasting Co., 191 Ariz.297,

8 302-303, 955 P.2d 534, 539-540 (1998) (quotingUnited States Depot. of./ustice v. Reporters Comm.

9 For Freedom of the Press, 489 U.S. 749,773, 109 S.ct. 1468 (l989). See, also, AH Belo Corp. v.

10 Mesa Police Dept., 202Ariz. 184, 42 P.2d 615 (Ariz. Ct. of Appeals 2002).

l l Arizona Water and BHP Coppers contend that disclosure of the terms of the PCG Settlement

12 could have a chilling effect on future settlements between utility companies and third-party litigants.

13 However, the public interest in disclosure outweighs the potential effect on future settlements. This

14 'public interest exists in the form of the public's right to know the underlying basis for how the rates

15 set by the Commission were established. In this case, our decision that the settlement proceeds

16 should be shared equally between shareholders and ratepayers has an effect on the revenue

17 requirement for the Miami system. Thus, public disclosure of the amount of the settlement is

18 necessary to enable the public to assess how the revenue requirement was determined.

19 In addition, we do not believe it is good public policy to retain confidentiality of the terms of

20 a settlement agreement entered into by a regulated utility and a third party simply because disclosure

21 may expose the third party to some future liability for its actions. Although most of the cases on

22 public records address disclosure requirements for records and information maintained by

23 government agencies, the same principles apply equally in situations where, as in this case, the

24 Commission reviewed the terms of the PCG Settlement as part of its ratemaldng authority under

25 Article XV of the Arizona Constitution. We find that the presumption in favor of access to public

26 records outweighs the privacy interestsexpressed by Arizona Water and the PCG Group.

6 BHP Copper is one of the members of thePCG Group. Counsel for BHP Copper appeared at the December 8, 2003 oral
argument in support of maintaining confidentiality of the terms of the settlement agreement.
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FINDINGS OF FACT

1.

1 *

2 Having considered the entire record herein and being fully advised in the premises, the

3 Commission finds, concludes, and orders that:

.4

5 Arizona Water is an Arizona corporation engaged in the business of providing water

6 utility seMce to the public in portions of Arizona pursuant to authority granted by the Commission.

7 2.

8 permanent increase in water rates for its Eastern Group, consisting of the Company's Apache

9 Junction, Bisbee, Miami, Oracle, San Manuel, Siena Vista, Superior, and Winkelman systems.

10 3. By Procedural Order issued October 23, 2002, a healing was scheduled for June 23,

l l 2003.

12 A Second Rate Case Procedural Order was issued March 14, 2003, granting Staff's

13 Motion to Continue and setting a new hearing date of September 22, 2003. The March 14, 2003

14 Procedural Order also extended the time clock for a final Commission decision.

15 5. Interventionwas granted toRUCO, the City ofCasa Grande, Superstition Mountain,

16 LLC, and Mr. Robert Skiba.

17 6. Pre-hearing conferences Were conducted on March 31, 2003 and September 17, 2003.

18 Public comment hearings were conducted on August 18, 2003 in San Manuel, on August 19, 2003 in

19 Bisbee, and on August 28, 2003 in Apache Junction. The evidentiary hearing commenced on

20 September 22, 2003 and concluded on September 26, 2003.

21 7. Initial closing briefs were tiled on October 31, 2003 and reply briefs were filed on

22 November 10,2003. An oral argument was conducted onDecember8, 2003.

23 8. Based on the adjusted test year data, as determined herein, the operating income under

24 existing rates for the Eastern Group is $2,l68,327.

25 . 9. Based on the adjusted test year data, as determined herein, the fair value rate base for

26. the Eastern Group is $35,944,61 l.

27 10, A fair and reasonable rate of retum on fair value rate bar is 8.7 percent.

28 l l . The revenue increase proposed by Arizona Water would produce an excessive return

On August 14, 2002, Arizona Water tiled with the Commission an application for a
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1 on fair value rate base.

2 12. The authorized increase in gross annual revenues for the Eastern Group is $1,564,803 .

3 13. Staff's proposed inverted tier rate structure does not support our conservation goals for

4 usage under 50,000 gallons.

5 14. The rate design adopted herein will promote conservation and send appropriate price

6 signals to all consumers. .

As discussed herein, Arizona Water's Eastern Group Purchased Power and Purchased

Staffs proposed changes to Arizona Water's NP-260 Tariff are reasonable and shall

Arizona Water's proposed Arsenic Cost Recovery Mechanism for the Eastern Group,

16 which is based on the Comlnission's approval of the Norther GroUp ACRM in Decision No. 66400,

15

7 15.

8 Water Adjustment Mechanisms should be discontinued.

9 16. Arizona Water's proposal to consolidate the Superior and Apache Junction' systems,

10 through the two-step process described herein, is reasonable and shall be adopted.

l l 17. Staffs proposed water loss audit and reporting plan is reasonable and shall be

12 adopted.

13 18.

14 be adopted.

19.

17 is reasonable and shall be approved.
.

18 20. Staff's proposed Curtailment Tariff requirement for Arizona Water is reasonable and

19 shall be approved.

20 21. The treatment of the Pinal Creek Group Settlement discussed herein is reasonable and

21 shall be adopted.

22 22. For the Apache Junction system, the rates set herein produce a decrease in annual

23 revenues of 3.29 percent which results in a .decrease of 6.5 percent for the average usage 5/8 x % inch

24 meter customer and a decrease of 3.0 percent for the median usage 5/8 x % inch customer.

25 23. For the Bisbee system, the rates set herein produce an increase in annual revenues of

26 32.10 percent which results in average and median increases for 5/8 x % inch meter customers of

27 approximately 22.8 percent and 26.5 percent, respectively. .

28 24. For the Miami system, the rates set herein produce an increase in annual revenues of
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l 24.24 percent which results in average and median increases for 5/8 x % inch meter customers of

2 approximately 13.9 percent and 17.7 percent, respectively.

3 25. For the Oracle system, the rates set herein produce an increase in annual revenues of

4 13.04 percent which results in average and median increases for 5/8 x % inch meter customers of

5 approximately 13.0 percent and 17.3 percent, respectively.

6 26. For the San Manuel system, the rates adopted herein reflect elimination Of the

7 purchased water adjustment mechanism and will result in average and median increases for 5/8 x 4%

.8 . inch meter customers of approximately 23.8 percent and 26.9 percent, respectively.

9 27. For the Sierra Vista system, the rates set herein produce an increase in annual revenues

10 of 27.82 percent which results in average and median increases for 5/8. x % inch meter customers of

l l approximately 17.8 percent and 20.4 percent, respectively.

12 28. For the Superior system, the rates set herein produce an increase in ann revenues of

13 50.60 percent which results in the average usage 5/8 x % inch meter customer experiencing a

14 decrease of approximately 33.8 percent and the median usage 5/8 x % inch customer experiencing a

15 decrease of approximately 3 l .8 percent. The decreases for these average and median usage

16 customers are due primarily to consolidation of the Superior and Apache Junction Systems, as

17. described herein.

18 29. For the Winkelman system, the rates set herein produce an increase in annual revenues

19 of 24.16 percent which results in average and median increases for 5/8 x %inchmetercustomers of

20 approximately 1.4 percent and 2.5 percent, respectively. . .

21 30. The rates and charges for each system, as attached hereto in the attached Exhibit D

22 and incorporatedby referenceherein, are reasonable.

23 CONCLUSIONS OF LAW
.

24 l . Arizona Water is a public service corporation nth in the meaning of Article XV of the

25 Arizona Constitution and A.R.S. §§40-250 and 40-251.

26 2. The Commission has jurisdiction over the Company andof the subject matter of the

27 Application.

28 3. Notice of the Application was providedin the manner prescribed bYlaw.
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ORDER

1 4. The rates and charges for each system, as attached hereto in Exhibit D and

2 incorporated by reference herein, are reasonable and shall be approved.

3

4 IT IS THEREFORE ORDERED that Arizona Water Company is hereby directed to file with

5 the Commission on or before March 31, 2004revised schedules of rates and charges consistent with

6 Exhibit D and the discussion herein.

7 IT IS FURTHER ORDERED that the revised schedules of rates and charges shall be effective

8

9 IT IS FURTHER ORDERED that Arizona Water Company shall notify its affected customers

10 of the revised schedules of rates and charges authorized herein by means of an insert in its next

l l regularly scheduled billing, in a font approvedby Staff. .

12 IT IS FURTHER ORDERED that Arizona Water Company shall implement the approved

13 Arsenic Cost Recovery Mechanism for the Eastern Group in accordance with the discussion herein

for all service rendered on and after March 10, 2004.

14 and consistent with the ACRM approved in Decision No. 66400 for MwnalWater's Norther

15 Group.

16 IT IS FURTHER ORDERED that Arizona Water Company's Easter Group Purchased

17 Power and Purchased Water Adjustment Mechanisms should be discontinued. -

18 IT IS FURTHER ORDERED that Arizona Water Company shall implement the Water Loss

19 Plan proposed by Staff, as discussed herein, within 120 days of the effective date of this Decision.

20 IT IS FURTHER ORDERED that Arizona Water Company shall submit an amended NP-260

21 Tariff, in the form prescribed by Staff and approved herein, by no later than March 31,2004.

22 IT IS FURTHER ORDERED that Arizona Water Company shall develop and submit for the

23 approval of Staff a water conservation initiative within 30 days of the effective date of this Decision.

24 Arizona Water Company shall disseminate the notice to all customers affected by this Application, as

25 discussed herein, within 30 days of approval by Staff
.

26 IT IS FURTHER ORDERED that Arizona Water Company shall file a rate case application

27 for its Eastern Group no later than September 30, 2007.

28
e

-
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1 IT IS FURTHER ORDERED that ArizonaWater Company shall submit a Curtailment Tariff

2 in the form prescribed by Staff and approved herein, by no later than March 31 , 2004.

3 IT IS FURTHER ORDERED that divs Decision shall become effective immediately.

4 BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

5
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CHAPARRAL CITY WATER COMPANY, INC.
2006 RATE CASE

DOCKET no. W-02113A-07-0551

RESPONSE TO STAFF'S SEVENTH SET OF DATA REQUESTS

February 21, 2008

Response provided by:

Title:

Company Name :

Address:

Robert Hanford

District Manager

Chaparral City Water Company

12021 N. Panorama Drive
Fountain Hills, Arizona 85268

Company Response Number: MEM7.3

Please provide an explanation of the retirement process used to record the removal from
service of Well # 8 and #9 as a result of the Agreement between Chaparral City Water
Company and Fountain Hills Sanitary District, dated February 3, 2005, which requires
these wells to be capped in accordance with ADWR rules and regulations. Please
provide supporting documentation (purchase orders, invoices and/or contracts) for the
original cost of Well #8 and Well #9.

RESPONSE: These wells are physically isolated from CCWC's distribution system, but have
yet to be retired. While Well # 9 is capped and will never be used as a potable source of supply,
it could be used as an aquifer storage and recovery well for non-potable water. Well #8, also
currently capped, could be equipped to pump potable water in an emergency. The Company
believes that these two wells are appropriately considered plant held for future use. The
Company has not yet transferred the well costs to plant held for future use. However, both wells
were constructed over 36 years ago and have been fully depreciated and have no impact on the
rate base in the instant case.

The Company cannot locate the original documentation of the cost of these wells. After
examining the fixed asset listing (previously provided) for the well account, the Company
believes that the original cost of Well #8 is $49,329 (item 51834 with in-service year of 1971)
and the original cost of Well #9 is $54,139 (item 51835 with in-service year of 1972), as these
two amounts are shown to have been recorded in the time period these two wells were originally
placed into service. The Company will agree with a proposal to remove this plant from plant-in-
service. However, again, the impact on rate base will be zero .

EXHIBIT

Q.

3



BEFORE THE ARIZONA CORPORATION COMMISSION
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Commissioner
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Direct Testimony of Elijah O. Abinah
Docket No. W-02113A-07-0551
Page 1

1

2

INTRODUCTION

Q Please state your name and business address

My name is Elijah O. Abinah. My business address is 1200 West Washington Street

Phoenix. Arizona. 85007

6 Q Where are you employed and in what capacity?

I am employed by the Utilities Division ("Staff") of the Arizona Corporation Commission

("ACC" or "Commission") as the Assistant Director

10 Q How long have you been employed with the Utilities Division?

I have been employed with the Utilities Division since January 2003

13 Q Please describe your educational background and professional experience

I received a Bachelor of Science degree in Accounting from the University of Central

Oklahoma in Edmond, Oklahoma. I also received a Master of Management degree firm

Southern Nazarene University in Bethany, Oklahoma. Prior to my employment with the

ACC, I was employed by the Oklahoma Corporation Commission for approximately eight

and a half years in various capacities in the Telecommunications Division

20 Q What are your current responsibilities

As the Assistant Director, I review submissions that are filed Mth the Commission and

make policy recommendations to the Director regarding those filings

24 Q What is the purpose of your testimony

The purpose of  my test imony is to address the fol lowing two issues pursuant to

Commission's Decision No. 71308



* In

Direct Testimony of Elijah O. Abinah
Docket No. W-02113A-07-0551
Page 2

Treatment of the Fountain Hill Sanitation District ("FHSD") settlement

proceeds

Treatment of the Chaparral City Water Company, Inc.'s ("Chaparral City

Water" or "Company") request for recovery of rate case expense

associated with the appeal and remand of Commission Decision No

68178

8 Q- Can you please provide a brief background?

Yes. On November 10, 2009, the Company filed an application for rehearing, requesting

rehearing on :five issues in Decision No. 71308. The Commission, on November 24, 2009

voted to grant the application in order to allow time for further consideration. The

Commission withheld making any determinations as to any other issues raised in the

application until after Commission consideration of an order addressing correction of

alleged errors in rates. On December 8, 2009, the Commission issued Decision No

71424, which amended Decision No. 71308 nun pro tune to correct the computational

error in rates approved in Decision No. 71308. On January 19, 2010, the Commission

voted again to grant the Company's rehearing request for purposes of further Commission

consideration on the matters of the Company's rehearing request for additional rate case

expense associated with the appeal arid remand of Decision No. 68176 and treatment of

the FHSD settlement proceeds
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Direct Testimony of Elijah O. Abindm
Docket No. W-02113A-07-0551
Page 3

1

2

3

TREATMENT OF FOUNTAIN HILL SANITATION DISTRICT SETTLEMENT

PROCEEDS

Q What is Staff's recommendation on this issue

Staff recommends that the Company's proposal of 50/50 sharing between the rate payers

and the shareholders be adopted, on the condition that the Company shares the proceeds

from the sales of the wells and other equipment on a 50/50 basis with the rate payers

8 Q What is Staff's rationale for this recommendation?

Staff believes the rate payer will benefit from the sale of the well and all property

associated with the well including but not limited to the land. Although Staff believes that

each case stands on its own merit; the Commission in the past has adopted similar

treatment

14 Q Did the Company agree to the 50/50 sharing mechanism?

Yes. Based on response to Staffs Data Request 25.1, the Company stated: "Chaparral

City Water Company previously agreed that it would share with ratepayers the proceeds of

a subsequent Sade of wells 8 and 9. Please see the Rebuttal Testimony of Robert N

Hanford (Hearing Ex. A-2) at pp. 3-4

I l

20

21

RATE CASE EXPENSE ON APPEAL AND REMAND

Please discuss the Company's request for rate case expense associated with remand

of Decision No.68176

The Company appealed Decision No. 68176 to the Arizona Court of Appeals, raising two

issues. The first was whether die process the Commission used to derive a Fair Value

Rate of Return on Fair Value Rate Base constituted a "backing-in" to original cost based

rates in violation of the Arizona Constitution. The second issue was whether substantial

Q
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evidence supported the methodology adopted by the Commission to determine the

appropriate cost of equity component of the weighted average cost of capital. The

Company was successful on the first issue only. The Court of Appeals remanded the case

back to the Commission for further determination. The Commission then held remand

proceedings which resulted in Decision No. 70441 .

In Decision No. 70441, the Commission ordered the Company to request recovery of

those rate case expenses associated with the remand of Decision No. 68176.

Q, What is Staff's recommendation on this issue?

Staff recommends that the Company be allowed to recover $100,000.00 in rate case

expense as it relates to the appeal and remand.

Q- What was the amount requested by the Company?

The Company requested $258,511.00.

Q~

A.

What is Staff's rationale for its recommendation?

Staffs finds that it is reasonable that successful litigants on constitutional issues should be

awarded rate case expense. Staff recommended recovery of $100,000 in expense,

amortized over three years.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Q- Does this conclude your Rehearing Direct Testimony?

A.

A.

A.

Yes it does.
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